i THE PROCEEDINGS ARE ISSUED TWICE A YEAR 


THIS IS THE SECOND ISSUE FOR 1929 


| 
PROCEEDINGS JUN $7 1928 
if 


OF THE 


ACADEMY OF POLITICAL SCIENCE 


= 


Volume XIII} JUNE i929 [Number 3 


RAILROAD CONSOLIDATION 


A SERIES OF ADDRESSES AND PAPERS PRESENTED AT THE SEMI-ANNUAL 
MEETING OF THE ACADEMY OF POLITICAL SCIENCE 
APKIL 24, 1929 


EDITED BY 
PARKER THOMAS MOON 


PUBL!SHED BY 

THE ACADEMY OF POLITICAL SCIENCE 
COLUMBIA UNIVERSITY 

116TH STREET AND BROADWAY, NEw York 

Copyright 1929, by the Academy of Political Science 


RUUM 
LIBRARY | 
| 


THE POLITICAL SCIENCE QUARTERLY 


The Quarterly is published by the Academy and edited by 
the Faculty of Political Science of Columbia University. It is 
devoted to the historical, statistical and comparative study of 
politics, economics and public law. 

Its list of contributors includes university and college 
teachers, politicians, lawyers, journalists and business men in all 
parts of the United States, and European professors and pub- 
licists. It follows the most important movements of foreign 
politics but gives chief attention to questions of present in- 
terest in the United States. On such questions its attitude is 
nonpartisan. Every article is signed; and every article, includ- 
ing those of the editors, expresses simply the personal view 
of the writer. Each issue contains careful book reviews by 
specialists, and large numbers of recent publications are char- 
acterized in brief book notes. 

Communications in reference to articles, book reviews 
and exchanges should be addressed: Managing Editor, 
Political Science Quarterly, Columbia University, New 
York City. Intending contributors are requested to retain 
copies of articles submitted, as the editors disclaim responsibility 
for the safety of manuscripts. If accompanied by stamps, articles 
not found available will be returned. 

The Quarterly ts sent, together with the Proceedings, as pari 
of the membership privileges, to all members and subscribing mem- 
bers (libraries, institutions etc.), who pay five dollars annual dues. 
Single numbers, one dollar. Back numbers and bound volumes 
can be obtained at prices quoted upon request. 


All business communications should be addressed to THE 
AcaADEMy OF PotiticaL Science, Fayerweather Hall, Columbia 
University, New York City. 


_| 


PROCEEDINGS 


OF THE 


ACADEMY OF POLITICAL SCIENCE 


Volume XIII] JUNE, 1929 


RAILROAD CONSOLIDATION 


A SERIES OF ADDRESSES AND PAPERS PRESENTED AT THE SEMI-ANNUAL 
MEETING OF THE ACADEMY OF POLITICAL SCIENCE 
APRIL 24, 1929 


EDITED BY 


PARKER THOMAS MOON 


THE ACADEMY OF POLITICAL SCIENCE 


COLUMBIA UNIVERSITY 


1929 


— 
(No. 3 
. 
| 


COPYRIGHT BY 


THE ACADEMY OF POLITICAL SCIENCE 


a 


CONTENTS 


PREFACE 


I UNIFICATION UNDER THE 
PRESENT LAW 
THE PUBLIC INTEREST IN RAILROAD UNIFICATION AND 
CONSOLIDATION . 
Walker D. Hines 
PROCESSES AND RESULTS OF RAILROAD UNIFICATION 
F. P. Blair 
THE EFFECT OF RAILROAD CONSOLIDATIONS ON RAIL- 
ROAD SECURITIES 
Pierpont V. Davis 
OBSTACLES TO RAILROAD CONSOLIDATION IN EASTERN 
TERRITORY. 
Emory R. Fohnson 
THE PROGRESS OF UNIFICATION 
Richard Waterman 
DISCUSSION 
Walker D. Hines 


Il ADVANTAGES AND DISADVANTAGES 
OF CONSOLIDATION 


ADVANTAGES AND DISADVANTAGES OF CONSOLIDATION . 
Fohn F. Esch 
INTEREST OF SHIPPERS AND FARMERS IN RAILROAD 
CONSOLIDATION 
Fames S. Parker 
(iii) 


PAGE 


24 


33 


43 


52 


57 


70 


iv CONTENTS 


PAGE 


CONSOLIDATION FROM THE RAILROAD EMPLOYEES’ 


W. N. Doak 
THE RELATION OF THE SHORT LINES TO RAILROAD 
Bird M. Robinson 
CONSOLIDATION AND EQUALIZATION . . 99 


George G. Reynolds 


III PENDING CONSOLIDATION 
LEGISLATION 

COMPETITION AND RAILROAD CONSOLIDATION 105 
Edwin R. A. Seligman 

THE CHANGING ATTITUDE OF PUBLIC POLICY TOWARD 

RAILROAD CONSOLIDATION . 107 

Winthrop M. Daniels 

THE PROPOSED RAILROAD CONSOLIDATION ACT OF 1929. I15§ 
Simeon D. Fess 


THE STATUS OF RAILROAD CONSOLIDATION . , . 119 
Daniel Willard 


| 
| 

4a 


PREFACE 


N accordance with its policy of dealing with such public 
| problems as seem most appropriate for elucidation by re- 
sponsible and informed discussion, the Academy of Polli- 
tical Science devoted its Semi-Annual Meeting (Forty-ninth 
Year) to the topic of Railroad Consolidation. The contents of 
this volume comprise the addresses delivered at that meeting, 
on April 24,1929. The importance and timeliness of the topic 
need scarcely be urged in view of the legislative proposals now 
pending in Congress, the petitions for railroad unification on 
the docket of the Interstate Commerce Commission and the 
lively current discussion of railroad problems in the press. 
With a transportation system greater than that possessed by 
any other nation, but with transportation needs which chal- 
lenge the existing facilities, the United States to-day is facing 
the problem of acceptance or rejection of proposals de- 
signed to carry still further the process of the consolidation 
of existing railroads into a small number of large systems. 
The Academy of Political Science, it goes without saying, 
is not committed to any proposed solution, nor has it any ob- 
jective in this matter save the promotion of the public interest 
by means of intelligent and well-balanced discussion. For 
the consideration of this topic of Railroad Consolidation the 
Committee on Program and Arrangements was fortunate in 
securing as speakers distinguished representatives of differ- 
ent viewpoints and interests. Senator Fess and Congressman 
Parker are the sponsors of the proposed railroad consolidation 
legislation in the Senate and in the House respectively. 
Among the speakers were two former members of the Inter- 
state Commerce Commission, namely, Professor Daniels and 
Mr. Esch, and the former director-general of railroads, Mr. 
Walker D. Hines. The viewpoint of the railroads was repre- 
sented by Mr. Daniel Willard, president of the Baltimore and 
Ohio Railroad Company, and by Mr. Bird M. Robinson, presi- 
dent of the American Short Line Railroad Association, as 
well as by lawyers such as Mr. Hines and Mr. J. P. Blair, who 
have served as counsel for important railroads. The interests 
of the railroad brotherhoods were set forth by the national 
legislative representative of the Brotherhood of Railroad 
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Trainmen, Mr. W. N. Doak. Banking had its representative 
in Mr. Davis of the National City Company, and the Chamber 
of Commerce in Mr. Richard Waterman; and finally, Professor 
Emory R. Johnson, dean of the Wharton School of Finance 
and Commerce, Professor Seligman of Columbia University 
and Professor Daniels of Yale University contributed to the 
discussion as economists. 

The program of the meeting was so arranged that in the 
Morning Session the discussion was focused upon the extent, 
methods and problems of railroad unification prior to the en- 
actment of the Transportation Act of 1920 and during the nine 
subsequent years. Inthe Afternoon Session the speakers dealt 
with the advantages and disadvantages of consolidation, and in 
the Evening Session attention was given to the railroad con- 
solidation bills now pending in Congress and to the notable 
transformations that have occurred in the public attitude to- 
ward the combination of transportation agencies. All three 
sessions were held on the campus of Columbia University, and 
the speakers met together at luncheon in the Men’s Faculty 
Club and again at dinner in the Yacht Room of the Hotel 
Astor. The program of the meeting in detail was as follows: 


PROGRAM 


FIRST SESSION 
Wednesday, April 24, 1929, 10 A. M. 
McMillin Theatre, Columbia University 
TOPIC: Unification under the Present Law 
WALKER D. HINEs, Presiding 


1. The Public Interest in Railroad Unification and Consoli- 
dation. WALKER D. HINEs. 


2. Processes and Results of Railroad Unification. J. P. BLAIR. 


3. The Effect of Railroad Consolidations on Railroad Securi- 
ties. PIERPONT V. Davis. 


4. Obstacles to Railroad Consolidation in Eastern Territory. 
Emory R. JOHNSON. 


5. The Progress of Unification. RICHARD WATERMAN. 


6. Discussion. 
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SECOND SESSION 
Wednesday, April 24, 2:30 P. M. 
McMillin Theatre, Columbia University 
TOPIC: Advantages and Disadvantages of 
Consolidation 
JOHN J. Escu, Presiding 


1. Advantages and Disadvantages of Consolidation. JOHN 
J. Escu. 


2. Interest of Shippers and Farmers in Railroad Consolidation. 
HONORABLE JAMES S. PARKER. 


3. Consolidation from the Railroad Employees’ Viewpoint. 
W. N. DOAK. 


4. The Relation of the Short Lines to Railroad Consolidation. 
BirD M. ROBINSON. 


5. Consolidation and Equalization. GEORGE G. REYNOLDS. 


THIRD SESSION 
Wednesday, April 24, 1929, 8:15 P. M. 
Horace Mann Auditorium, Columbia University 
TOPIC: Pending Consolidation Legislation 
PROFESSOR EDWIN R. A. SELIGMAN, Presiding 


1. Competition and Railroad Consolidation. EDWIN R. A. 
SELIGMAN. 


2. The Changing Attitude of Public Policy toward Railroad 
Consolidation. WINTHROP M. DANIELS. 


3. The Proposed Railroad Consolidation Act of 


1929. 
HONORABLE SIMEON D. FEss. 


4. The Status of Railroad Consolidation. DANYEL WILLARD. 


For the convenience of readers there follows a brief ‘‘ Who’s 
Who” of the speakers who contributed to the program and 
whose addresses are published in this volume. 


J. P. Bair, who addressed the Morning Session on the 
“ Processes and Results of Railroad Unification ”’, was able to 


=| 


vili PREFACE 


draw upon a wealth of practical experience as general counsel 
of the Southern Pacific Company since 1913. 


WINTHROP M. DANIELS was professor of political economy 
at Princeton from 1892 to 1911, when he became a member of 
the Board of Public Utility Commissioners of New Jersey. In 
1914 he was appointed to the Interstate Commerce Com- 
mission, of which he became chairman in 1918, and from which 
he resigned in 1923. From the latter date he has been pro- 
fessor of transportation at Yale University. 


PIERPONT V. Davis, whose illuminating discussion of “‘ The 
Effect of Railroad Consolidations on Railroad Securities ”’ was 
a feature of the Morning Session, is vice-president of the Na- 
tional City Company of New York. Formerly chairman of 
the Railroad Securities Committee of the Investment Bankers 
Association (1921-22) and director of a number of railroads, 
Mr. Davis is now a member of the Railroad Committee of the 
Chamber of Commerce of the United States and a director of 
the Philadelphia and Reading Coal and Iron Corporation. He 
has recently been elected president of the Bond Club of New 
York. 


W. N. Doak, who dealt with ‘ Consolidation from the 
Railroad Employees’ Viewpoint”, is the national legislative 
representative of the Brotherhood of Railroad Trainmen and 
editor and manager of the Brotherhood organ, The Railroad 
Trainman. It will be recalled that Mr. Doak’s name was fre- 
quently spoken of in connection with the post of Secretary of 
Labor before it was decided that the present incumbent of 
that office should continue in charge of the department. 


JouHN J. Escu is known throughout the United States for 
his conspicuous part in the deliberations of Congress from 1899 
to 1921. Having been a member of the Interstate Commerce 
Commission from 1921 to 1928, he brings to the discussion of 
railroad consolidation an intimate acquaintance with the prob- 
lems both of consolidation and of regulation. 


SIMEON D. FEss, United States senator from Ohio since 
1923, entered public life after a distinguished academic career. 
He served as professor of American history, head of the col- 
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lege of law and vice-president of Ohio Northern University, 
then as lecturer in the University of Chicago, and as president 
of Antioch College from 1907 to 1917. He was elected to the 
Sixty-third Congress in 1913 and reélected to the four suc- 
ceeding Congresses, meanwhile serving as chairman of the 
Republican National Congressional Campaign Committee in 
1918, 1920 and 1922. He has sponsored the bill now before 
the Senate for the amendment of our federal legislation on 
railroad consolidation. 


WALKER D. HINEs, who presided at the Morning Session, 
has been a member of the law firm of Hines, Rearick, Door, 
Travis and Marshall since 1927 and is also president of the 
Cotton Textile Institute and a director of the Chicago, Burling- 
ton and Quincy Railroad. In 1920-21 he served as arbitrator 
under the Peace Treaties on questions of river shipping in 
Europe, and in 1925 he made an investigation and report on 
the navigation of the Rhine and Danube rivers for the League 
of Nations. His experience in the field of railway manage- 
ment and regulation has extended over a long period of years. 
He has acted as assistant chief attorney for the Louisville and 
Nashville Railroad and as general counsel for the Atchison, 
Topeka and Santa Fe Railroad. He served as chairman of the 
executive committee of the Atchison, Topeka and Santa Fe 
Railroad from 1908 to 1916 and then as chairman of the board 
of directors of the same company until 1918, when he accepted 
the post under the United States government of assistant direc- 
tor-general of railways from 1918 to 1919 and director-general 
from 1919 to 1920. 


Emory R. JOHNSON has been professor of transportation and 
commerce at the University of Pennsylvania since 1896 and 
dean of the Wharton School of Finance and Commerce since 
1919. As a transportation specialist he has served as adviser 
to the United States Industrial Commission in 1899; as member 
of the United States Isthmian Canal Commission, 1899-1904; 
as expert on the valuation of railway property, United States 
Census Bureau ; as expert on traffic, National Waterways Com- 
mission, 1909; as investigator appointed by President Taft 
to report on Panama Canal traffic; as director of the Phila- 
delphia Maritime Exchange; as member of the Public Service 
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Commission of Pennsylvania, 1913-15; as arbitrator of a dis 
pute between the Southern Pacific Company and the Order of 
Railroad Telegraphers, 1907; as assistant director of the 
Bureau of Transportation of the War Trade Board; as rate 
expert for the United States Shipping Board, 1918-19; as 
transportation expert for the United States Chamber of Com- 
merce, 1919-21, 1923, 1925. Among his numerous writings 
on transportation topics the following should be mentioned: 
Inland Waterways, Their Relation to Transportation; A meri- 
can Railway Transportation; Ocean and Inland Water Trans- 
portation; Elements of Transportation; Railroad Traffic and 
Rates; Panama Canal Traffic and Tolls; Measurement of 
Vessels for the Panama Canal; History of Domestic and 
Foreign Commerce of the United States; The Panama Canal 
and Commerce; Principles of Ocean Transportation. 


JAMEs S. PARKER, who spoke on the “ Interest of Shippers 
and Farmers in Railroad Consolidation ’’, has been a member 
of Congress since 1913 and represents the twenty-ninth district 
of New York. As sponsor of the Parker Bill which was con- 
sidered in the last Congress and has recently been reintroduced 
in the present Congress, he gave his reasons, at the Afternoon 
Session, for supporting the measure with which his name is 
generally coupled. 


GEORGE G. REYNOLDs, a graduate of Harvard Law School, 
has practised at the bar of New York since 1908. He holds 
the degree of Ph.D. from Columbia University and is the 
author of a monograph entitled The Distribution of Power to 
Regulate Interstate Carriers between the Nation and the States. 
He served with the United States Railway Administration in 
1919 and 1920. 


BirD M. Ropinson, who spoke at the second session on 
“ The Relation of the Short Lines to Railroad Consolidation ”, 
is president of the American Short Line Railroad Association 
and has been conspicuously influential in securing greater con- 
sideration for the short lines in connection with the expansion 
or unification of larger systems. 
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EpwWIN R. A. SELIGMAN, McVickar Professor of Political 
Economy at Columbia University and editor of the 
Encyclopedia of the Social Sciences, is so well known to mem- 
bers of the Academy of Political Science that it is hardly neces- 
sary here to enumerate his writings and his achievements. 


RICHARD WATERMAN of the Railroad Bureau of the United 
States Chamber of Commerce spoke on “ The Progress of 
Consolidation ” at the Morning Session, and displayed the very 
interesting chart and statistical table prepared by the Bureau 
and reproduced in this volume. In addition he has prepared 
for this volume a list of the several constituent companies com- 
prised in the leading railroad systems of the country. 


DANIEL WILLARD entered upon his career in railroad ser- 
vice in 1879, was assistant general manager of the Baltimore 
and Ohio from 1899 to 1901, then served successively as as- 
sistant to the president, as third vice-president, as first vice- 
president and as general manager of the Erie Railroad. Sub- 
sequently he became second vice-president of the Chicago, 
Burlington and Quincy Railroad, president of the Colorado 
Midland Railway Company and _ vice-president of the 
Colorado and Southern Railway Company. Since 1910 he has 
been president of the Baltimore and Ohio. He is a director 
of numerous companies, including American Telephone and 
Telegraph Company and the Union Trust Company. A 
trustee of Johns Hopkins University, he has been president of 
the board of trustees since 1926. During the war he was ap- 
pointed a member of the Advisory Commission of the Council 
of National Defense, and became its chairman in 1917; and 
in 1917-18 he was chairman of the War Industries Board. 


The officers of the Academy wish to express their gratitude 
to the busy executives and distinguished experts who partici- 
pated in the meeting and contributed to this volume. The 
Academy owes and gives thanks to the members of the Com- 
mittee on Program and Arrangements, who contributed so 
generously of their time and knowledge to make the meeting a 
success. The membership of the committee was as follows: 
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COMMITTEE ON PROGRAM 


PAUL M. WaArRBuRG, Chairman 


SAMUEL McCuNE Linpsay, £+x-O fficio 


Miss ETHEL WARNER, Executive Director 


WILLIs H. BooTH 
NORMAN H. Davis 
WALKER D. HINES 
Sam A. LEWISOHN 
PARKER T. Moon 
WILLIAM L. RANSOM 


SAMUEL W. REYBURN 
GEORGE ROBERTS 
HENRY R. SEAGER 
EDWIN R. A. SELIGMAN 
ALBERT SHAW 
HERBERT B. SWOPE 


THURMAN W. VAN METRE 
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THE PUBLIC INTEREST IN RAILROAD 
UNIFICATION AND CONSOLIDATION 


WALKER D. HINES 
Former Director General of Railroads, 1919-1920 


PARTICULARLY interesting feature of the problem 
A of railroad unification and consolidation is the ex- 
traordinary reversal of policy toward railroad com- 
bines which took place when the Transportation Act was passed 
by Congress in 1920. Up to that time, at least since 1890, 
the conception underlying our legislation had been that any 
form of railroad combination which might have a tendency to 
interfere with any substantial competition was contrary to the 
public interest and was prohibited. When the Interstate 
Commerce Act was originally passed in 1887, the matter of 
consolidation or unification of different railroads was not dealt 
with, but the act did prohibit any form of pooling of traffic or 
earnings, thus seeking to prevent any interference with the 
most active competition. 

In 1890 the Anti-Trust Act was passed, prohibiting re- 
straints of trade or commerce. For a long time it was very 
generally believed that this act did not apply to railroads at 
all, because they were regulated by the Interstate Commerce 
Act, and the language of the Anti-Trust Act did not neces- 
sarily apply to the railroads. This question came up in the 
Trans- Missouri case and the Joint Traffic Association case, both 
of which arose out of traffic agreements among different rail- 
roads to stabilize their rates and to maintain reasonable rates. 
No element of railroad consolidation was involved, but the 
traffic agreements did involve the possibility of interference 
with the most unrestricted competition. The trial court and 
the circuit court of appeals both held that the Anti-Trust Act 
did not prohibit arrangements of that sort among railroads. 
When the cases got to the Supreme Court, the railroad world 
and, I believe, the legal profession were rather taken by sur- 


1Introductory address by presiding officer at the First Session of the 
Semi-annual Meeting of the Academy of Political Science, April 24, 1920. 
[329] 
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prise when the Supreme Court held that the Anti-Trust Act did 
apply to railroads and did prohibit any form of combination 
which put any appreciable restriction on the most unlimited 
railroad competition. 

From that time, under the old law, the railroads were re- 
stricted by the Interstate Commerce Act as to pooling, and 
by the Anti-Trust Act as to other agreements and as to rail- 
road combinations; not only agreements among railroads to 
maintain rates, but acquisitions of one railroad by another, 
were regarded as prohibited by that act, if substantial competi- 
tion could be regarded as thereby eliminated. 

The earlier instances in which the Supreme Court applied 
this doctrine were cases in which two railroads, very actively in 
competition, attempted to combine. The Supreme Court held 
that this was prohibited by the Anti-Trust Act. 

But the doctrine of the Supreme Court developed to the 
point where, a few years later, a more extreme position was 
taken in the famous Harriman case, which involved an attack by 
the government on the Union Pacific. The latter had acquired 
control of the Southern Pacific through getting not a majority 
of the stock but such a very substantial interest in the stock as 
to give it effective control of the Southern Pacific. Although 
to a very large extent the relationship of the Union Pacific and 
Southern Pacific was complementary rather than competitive, 
the Supreme Court held that there was substantial competi- 
tion and that despite the complementary aspects of the two 
systems, the vesting of them in any form of single financial 
control was prohibited by the Anti-Trust Act. 

The Supreme Court went farther a few years later in a case 
where there was involved the question whether the Southern 
Pacific control of the Central Pacific violated the Anti-Trust 
Act. The two roads had been developed together, apparently, 
as a part of a policy of the government to encourage a definite 
relationship between them. The Southern Pacific, extending 
through Northern and Southern California and then down to 
El Paso, Texas, and on to New Orleans, had for many years 
held the Central Pacific, which extended from the neighbor- 
hood of San Francisco directly east to Ogden and Salt Lake 
City. Undoubtedly, the primary relationship between those 
two systems was complementary, because a great deal of the 
[330] 
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traffic moving on the Southern Pacific to or from California 
points could not conveniently move south by the El Paso gate- 
way, but naturally moved east or west by the Central Pacific 
to Ogden and connected there with the Union Pacific. The 
legal profession and the railroad world were taken by surprise 
when the Supreme Court ruled even in that case, where the 
competitive element was very small and the complementary 
aspect was very predominant, that there was a violation of 
the Anti-Trust Act in the Southern Pacific’s controlling the 
Central Pacific. 

Along with the very rigid development of the Anti-Trust 
Act by the Supreme Court, there had arisen an increasing 
belief even before the war that the legislation with respect to 
the railroads was altogether restrictive and in no sense pro- 
motive of a better railroad status. The whole theory in all 
the legislation (including the anti-trust legislation) as ap- 
plied to railroads seems to have been that the railroads would 
always be able to take care of themselves and that the only 
thing the government needed to concern itself about was to 
prohibit the railroads from doing anything which by any con- 
ceivable theory might be regarded as injuring the public in- 
terest. Consequently the legislation was purely restrictive, 
purely repressive. The railroads did not thrive under that 
conception of regulation, and prior to our entry into the war 
railroad conditions seemed so disturbing and so unpromis- 
ing for the future, and the railroads seemed to experience such 
difficulty in raising sufficient capital to improve their systems 
so as to keep abreast of the demands of the public, that a joint 
committee of the House and Senate was created to investigate 
the general railroad situation. That committee was created as 
a result of a suggestion by President Wilson, and was known 
as the Newlands Committee. It was actively at work when 
we entered the war, but its work was interfered with by the 
government’s taking over the operation of the railroads for 
war purposes during the year 1918, and by the government’s 
then holding the railroads until Congress could revise its legis- 
lation with respect to them. When Congress did that and 
passed the Transportation Act of 1920, it completely reversed 
the earlier policy which prohibited any form of railroad com- 
bination involving any suppression of appreciable competition. 

[331] 
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Instead, the Transportation Act authorized the Interstate Com- 
merce Commission to permit pooling between different rail- 
roads when it was regarded as in the public interest, and 
further, the act adopted rather an elaborate plan for author- 
izing voluntary railroad combinations. 

I doubt if we can find in the legislative history of our fed- 
eral government a more striking instance of complete reversal 
of policy. From a policy of practically unrestrained and un- 
qualified interference with anything in the nature of rail com- 
bination where an element of competition might be involved, 
the government turned around to a plan which affirmatively 
provided for all forms of rail combination when approved by 
the Interstate Commerce Commission as being in the public 
interest. 

This Transportation Act of 1920 is really the basis of the 
present discussion. I think it is important to bear in mind 
that the act provided for two completely distinct sorts of rail- 
road combination, each of which might be authorized under 
certain conditions when the Interstate Commerce Commission 
should decide that the particular arrangement would be in the 
public interest. Of course, nothing was authorized except 
when the commission approved it as in the public interest, and 
until approved by the commission any combination interfering 
with competition would still be a violation of the Anti-Trust 
Act and also, in many instances, of various state acts; but the 
Transportation Act made affirmative provision for rail com- 
bination through voluntary action of the railroads and pro- 
vided that when the commission had approved a plan of that 
sort, thereafter the railroads involved, when carrying out that 
plan, would be protected from the prohibitions of the federal 
Anti-Trust Act, and also from the prohibitions of any state 
legislation of a similar character. 

As I said, the Transportation Act provided for rail com- 
binations of two distinct sorts, one ordinarily thought of and 
spoken of as consolidation, and so described in the act, and 
the other quite frequently spoken of as unification. 

The consolidation that was provided for by the Transporta- 
tion Act was a complete consolidation of two or more railroads 
in such a way that the legal ownership of the properties would 
be vested in a single corporation, and that corporation then 

[332] 
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would not only directly own the properties, but, of course, as 
a result would have the complete power to operate them as a 
single system. However, this form of consolidation was ac- 
companied by rather an elaborate procedure. The Interstate 
Commerce Commission has construed that procedure as having 
the effect of not authorizing such a complete consolidation of 
both ownership and operation until the commission makes a 
general plan for consolidating all the railroads in the United 
States into a limited number of systems, and then the theory is 
that the commission has the power to authorize any particular 
plan of consolidation that is voluntarily brought before it by 
the carriers interested, provided it is in accordance with the 
commission’s general plan. The commission is authorized to 
change that general plan from time to time, but the commis- 
sion’s view is that the framing of such a plan must necessarily 
precede authority for these complete consolidations. Although 
it is nine years since the Transportation Act was passed, the 
commission has found it very difficult, and so far impracticable, 
to announce a final general consolidation plan for the country. 
As a result, no consolidations in this complete sense of both 
legal ownership and operation by a single corporation have so 
far been permitted by the commission. 

On the other hand, the second method of railroad combina- 
tion provided for in the Transportation Act, by means of con- 
trol through stock ownership or lease or other method falling 
short of complete consolidation, has been resorted to from the 
outset without the necessity for any such elaborate procedure, 
and has been repeatedly authorized by the commission in the 
period since the passage of the act. I gather from the reports of 
the Interstate Commerce Commission that the commission has 
sanctioned the taking of control of something over 42,000 miles 
of railroad by other carriers. To a very large extent, in 
these cases, the carrier seeking to take control of another rail- 
road through stock ownership already had an important con- 
trol over that railroad. For example, the former railroad 
company may, for many years, have owned the stock of the 
other railroad, and it may have applied for authority to take 
a lease of the other railroad in addition. The former rail- 
road may have owned virtually a majority of the stock, but 
not an absolute majority, and it may have applied for that. 

[333] 


8 RAILROAD CONSOLIDATION [Vor. XIII 


Thus in the 42,000 miles I speak of, there were many cases 
where the railroads involved were already affiliated and where 
the action of the commission did not set up a new condition of 
combination that had theretofore not existed. 

There have, however, been some very important cases where 
the commission has authorized the unifications which are pro- 
vided for in the Transportation Act. It has done so in cases 
where prior to the commission’s act there was no control of the 
one carrier by the other, that is, no effective control either 
through owning a majority of the stock, through lease or 
through other arrangement. There have been about 17,000 
miles involved in instances of that character where the common 
control originated with the commission’s action. Among the 
important instances was the commission’s authorization of the 
direct and indirect control by the Missouri Pacific of the Inter- 
national and Great Northern, the Gulf Coast Lines and the 
Texas and Pacific, amounting to about 3,800 miles of line. The 
commission has authorized the Chesapeake and Ohio to take 
control of the Pere Marquette, the latter having about 2,280 
miles of road. The commission has authorized the Southern 
Pacific to take control o1 the E] Paso and Southwestern, the 
latter having about 1,500 miles of road. The commission has 
authorized the Atchison, Topeka and Santa Fe to take control of 
the Kansas City, Mexico and Orient, the latter having about 
740 miles of railroad. These instances are very substantial; 
they indicate an important movement on the part of the com- 
mission in going forward with rail unifications even in advaiice 
of making the general plan for complete consolidation, which 
has been so beset with difficulties that the commission has not 
yet been able to effect it. 

This method of unification of control through stock control 
or lease is fundamentally distinct from the method of con- 
solidation by vesting the legal title of the combined railroads 
in a single corporation. The matters are dealt with separately 
in the Transportation Act. Separate phraseology is employed 
and there is a very clear reason for the difference which Con- 
gress has applied in the treatment of these methods. 

The unification through stock control or lease stops short of 
that condition which would be created by a complete consolida- 
tion, because where there is a mere unification through stock 
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control or lease, the legal title to each railroad remains in its 
own separate corporation. While the stock of that corpora- 
tion may be vested in the acquiring carrier, or the right to 
operate may be vested in the acquiring carrier through a lease 
of the railroad in question, nevertheless the legal ownership 
remains in the original corporation, and therefore is in a situ- 
ation that is less final and may be dealt with by the commis- 
sion if it wishes to reserve the matter for future consideration. 

The difference between what may happen under a control 
through stock ownership, for example, and what may happen 
under complete consolidation, is shown by what did happen 
in the case where the Union Pacific acquired controi of the 
Southern Pacific through having a very large and effective 
minority of the stock. As I pointed out, that control actually 
existed for a number of years. The operation of those two 
carriers was unified under a single direction and the common 
control was regarded as very effective, but to the surprise of a 
good many people the Supreme Court held that such control 
violated the Anti-Trust Act. 

When that was decided, inasmuch as the Southern Pacific’s 
corporate entity still existed, it was reasonably feasible to 
compel the Union Pacific to give up its Southern Pacific stock, 
and the two corporations could then resume their independent 
activities. In a similar way under the Transportation Act the 
commission, in authorizing one of these unifications through 
stock ownership or lease, may reserve a condition enabling it 
to undo the unification if it sees fit when it comes eventually 
to deal with the matter of consolidation. The commission in 
some cases has made an express reservation of this sort. 

I think that it was very wise on the part of Congress to do 
what it so plainly indicated its purpose to do, namely, to pro- 
vide for these two different forms of rail combination. Every- 
thing that is done has to be done by voluntary action, and if all 
voluntary action must await the commission’s consolidation 
plan for the whole country and then wait until carriers work 
out voluntary plans along the lines of that general plan, the 
prospect of early action is very slight. On the contrary, 
where any particular plan voluntarily worked out for control 
of one carrier by another through stock ownership and unifica- 
tion is brought forward and the commission feels that it is in 
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the public interest, that matter can be proceeded with and 
progress can be made in the direction of rail combination. 

I think the constructive action which the commission has 
taken in authorizing the various unifications through stock 
control or lease has been very much in the public interest, be- 
cause it means working out by degrees a plan which in any 
event must take a great deal of time, and which can proceed 
only when there is a voluntary desire on the part of the differ- 
ent railroads involved in a particular plan to put it together 
and submit it to the commission and carry it out if the com- 
mission desires and deems it in the public interest. 

Just a few words on what seem to me some of the most im- 
portant reasons for rail combination. For one thing, I believe 
it will greatly facilitate the administration of federal regula- 
tion. If we could visualize what the situation would have 
been if all the different railroad systems in this country were 
still in their original status, that is to say, if in place of each 
of the big systems there were fifty or a hundred or more separ- 
ate railroad companies operating little sections of line, we could 
see that the progress that had been made toward the develop- 
ment of large railroad systems prior to the repressive con- 
struction that was given to the Anti-Trust Act was very much 
in the public interest from the standpoint of regulation, for it 
is much simpler for the commission to regulate the fifty, sixty 
or seventy systems of substantial size which we now have in 
this country than to regulate several thousands, dividing up 
the traffic and the operation of the existing systems which now 
control most of the business. I think, likewise, it would be 
still further in the public interest from the standpoint of rail- 
road administration if the number of systems were reduced, as 
I hope it will be eventually, to ten, twelve, or fifteen—some- 
thing like that. I believe the problems of railroad administra- 
tion will be vastly simplified by that progress. 

In this connection, the situation of the numerous short 
line railroads must be considered. The Interstate Commerce 
Commission attaches great importance to bringing them into 
the larger systems. That aim may be achieved through these 
processes of rail combination, and its achievement will simplify 
the regulation and be in the public interest. 

Moreover, the economies to be obtained from reasonable 
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railroad combination are very important. Analysis will show 
that the opportunities for saving money are more important 
than they are frequently thought to be. In the long run, the 
more money a railroad can make on a given scale of rates, the 
better the prospect for readjusting those rates in the future in 
the public interest. Beyond that, I believe the railroads of 
this country are confronted with a very difficult situation due 
to the shifting of the traffic. So much of the passenger traffic 
has already gone to automobiles. A good deal of the freight 
traffic has already gone to autotrucks. There are fundamental 
changes taking place. If the railroads are to continue to give 
the extraordinarily good service which they are now giving 
and if they are to do so without having to increase the rates, 
which the public would prefer to avoid, then it is necessary for 
them to find new economies. 

I believe the most hopeful way of effecting important 
economies is through promoting rail combination, first, through 
the separate plan of unification which is now available, and 
second, eventually, through working out a more complete 
scheme of consolidation. Of course, if the plans of unification 
are carried forward as opportunities arise through the volun- 
tary plans of the railroads, it will greatly simplify the ultimate 
consolidation. 

The fear has been expressed that combination of railroads 
into larger systems would affect competition unfavorably. 
I want to say a word as to my view about that. I think I can 
illustrate it best by referring to the evolution of my own ideas 
about it. During federal control of railroads I became very 
much impressed with the view that public interest would be 
promoted by consolidating the railroads into a comparatively 
small number of systems. My first thought was that this could 
best be done by a few regional systems. For example, in the 
territory east of the Mississippi, north of the Ohio and Poto- 
mac, there might be two to four great systems. In the terri- 
tory west of the Mississippi, there might be three or four or 
five great systems. In the territory south of the Ohio and 
Potomac, there might be two or three systems. These could 
be regarded as regional systems, and therefore the stress would 
not be on competition. 

When, however, I came to analyze the situation further, I 
realized that no matter how much you tried to keep a particular 
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consolidated railroad system in one geographical part of the 
country, there would be the most intense competition between 
it and the other great systems. In the East, for example, if 
there were only two systems, one built on the New York Cen- 
tral and the other on the Pennsylvania, I do not see how you 
could imagine a greater degree of competition than would 
thereby exist. And if three or four systems were developed 
instead of two, there would likewise be far-reaching competi- 
tion. The same thing would be true in the South. If one 
system were based on the Louisville and Nashville and the 
Atlantic Coast Lines, and the other were based on the Southern 
Railway, however you arranged those systems you would have 
most intense competition. Competition in the South would 
be made more effective, rather than less effective, by consoli- 
dating the activities of the railroads into a few systems. Like- 
wise in the West, if three or four systems were made, one in 
the northern tier of states, one in the central tier and one in the 
southern tier, the competition among these roads would be so 
intense as to dominate standards of service and rates. 

The conditions I have just pointed out were what led me to 
believe, when I was analyzing this matter during the federal 
control of the railroads, that even the strictest practicable 
application of the theory of regional systems would still leave 
the country provided with ample competition of the most in- 
tensive character. Since the public was disposed to assume 
that a regional plan contemplated the elimination of competi- 
tive systems, and since there could be no such elimination in 
fact, I felt that there was no point in creating a misleading 
conception by, proposing a plan of regional systems, and that 
the language employed would be more accurate if the con- 
solidated systems were spoken of as competitive and emphasis 
placed on the competitive aspect. 

In my judgment the policy of consolidation need not arouse 
any fears that there will not remain ample competition, be- 
cause I would defy anybody to arrange the railroads of this 
country in a few large systems among which there would not 
be the most effective and far-reaching competition, competi- 
tion of a salutary character which at the same time would 
eliminate some purely wasteful duplications of service. 
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PROCESSES AND RESULTS OF RAILROAD 
UNIFICATION 


J. P. BLAIR 
General Counsel of the Southern Pacific Company 


HE subject assigned to me on the program for this 
morning’s session differs somewhat from the topic I 
undertook to discuss when I accepted the invitation, 
by which I was honored, to participate in to-day’s proceedings. 
The words of the invitation were that I should “take part in 
the discussion of the ‘Results of Unification in Individual 
Cases’ by presenting a brief statement dealing with experiences 
of the Southern Pacific System.” As unifications are to be 
the order of the day, I propose to effect a unification of the 
two topics, and to speak to you about “ Results of Unification ”’, 
as illustrated by the experiences of the Southern Pacific system. 
Under the rules of the Interstate Commerce Commission it is 
incumbent upon the proponent to give justifying reasons for 
any proposed unification. I shall now comply with that rule. 
The list of topics on the program shows that it is the object 
of the present session to have the matter of railway unification 
presented and discussed in its many different aspects, beginning 
with the state of the law as it now is and ending with the 
amendatory and supplementary legislation required to correct 
the now universally recognized defects and shortcomings of the 
present law—legislation which Congress has been considering 
for four or five years with exasperating slowness. The pur- 
pose, I take it, of placing at the head of the list the subject of 
the results of unification is to have presented to you first the 
pertinent provisions of the present law and what has been 
accomplished under them. I have thought that the best way 
to show the nature and scope of the law and the results of 
its operation is to follow the case system of instruction, that is, 
to select concrete examples of unifications that will illustrate 
both the purposes of the law and the extent to which they have 
been realized in its actual administration. Naturally I have 
selected the experiences of the Southern Pacific Company, 
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where I shall be on familiar ground and can speak ex cathedra. 
I shall deal only with purposes and results within the admitted 
scope and contemplation of the law. If I attempted to discuss 
cases involving controversies over the meaning of the law or 
the jurisdiction of the Interstate Commerce Commission, I 
should run the double risk of boring you and of encroaching 
upon the time as well as the subject matter of other speakers. 

Of course the unifications to be considered, as we are to 
deal with results of unification, must be those provided for in 
the unification provisions, or so-called “consolidation” pro- 
visions, of the Transportation Act of 1920. Those provisions 
have been interpolated into the Interstate Commerce Act and 
are now found in certain numbered paragraphs of Section 5 of 
that act. The unifications so provided for are: first, a union 
of the earnings or traffic of two or more railroads through a 
pooling agreement, when approved and authorized by the 
Interstate Commerce Commission as in the public interest; 
second, a control by one railroad over another through the 
acquisition, when likewise approved and authorized by the 
commission, of a controlling amount of the stock or through a 
lease of the properties of another railroad or in some other 
manner short of consolidation; and finally, the consolidation 
of two or more carrier corporations into a single corporation. 
The first and third species of unification are eliminated from 
this discussion because there have been no authorized pooling 
agreements that call for present consideration and because con- 
solidation under the act is not permitted until after the com- 
mission has completed and promulgated a final plan for the 
consolidation of the railroads of the country into a limited 
number of enlarged systems, a task it has not yet been able to 
accomplish. This leaves for discussion unification to be 
brought about by the acquisition by one railroad, in some one 
or more of the authorized ways, of control over another. This 
kind of unification is provided for in what is now paragraph 
2 of Section 5 of the Interstate Commerce Act, and for our 
present purposes it may be described as unification by common 
control. 

The purpose and practical effect of paragraph 2 is to pro- 
vide a means whereby one railroad may lawfully acquire con- 
trol of another, by purchase of a controlling amount of the 
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stock of the other company or by lease of its properties, or in 
some other manner not amounting to an actual consolidation, 
notwithstanding the fact that such acquisition of control may 
be in violation of some anti-trust law; provided the commission 
finds after investigation, made on application of the railroad 
desiring to acquire control of another, that the proposed acqui- 
sition is in the public interest. 

When such an application is filed with the commission notice 
thereof is given to the governors and public service commis- 
sions of the states in which the railroads concerned are located. 
Opportunity is afforded to any one who is interested or thinks 
he is interested to intervene and support or approve the appli- 
cation. A hearing is had, testimony taken and arguments pre- 
sented. Then the commission weighs the advantages to the 
public, frequently in the form of more economical and efficient 
operation, against the disadvantages, frequently in the form 
of some lessening of existing competition which would bring 
the unification within the condemnation of the anti-trust laws. 
If in its opinion the advantages preponderate, it approves and 
authorizes the proposed acquisition. The outcome is one form 
of unification, that which results from the common control of 
two or more corporations. If the control results from stock 
ownership it is exercised through common officers. If in the 
form of a lease it is exercised by the lessee company’s taking 
possession of the leased properties and operating them in union 
with its own properties. Under another paragraph of Section 
5, paragraph 8, the commission’s order of approval com- 
pletely immunizes the railroads concerned from the restraints 
and prohibitions of all anti-trust laws, or any other law, state 
or federal, so far as may be necessary to accomplish what the 
commission has authorized. 

Let me call your attention here to the important significance 
of this paragraph 8. It constitutes a radical departure from 
the old régime of the inflexible, implacable application to rail- 
roads of all anti-trust laws, state and federal. It marks the 
inauguration of a new public policy, based on the belief of 
Congress that there may be combinations of railroads that are 
within the condemnation of the anti-trust laws and at the same 
time in the public interest. It provides for the sweeping aside 
of such laws when in the path of a unification of railroads, in 
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the form of a pool or common control or consolidation, which 
the commission shall have found to be in the public interest. 
It is a great tribute to the commission that the people of this 
country, through their representatives in Congress, should have 
been willing to rely upon the judgment and discretion of the 
commission instead of on the bars of restrictive legislation to 
protect them from combinations of competing railroads so long 
regarded by them as unalloyed evils. 

It has doubtless occurred to you that by reason of paragraph 
8 the railroads have a more advantageous position in respect 
to the anti-trust laws than, for example, the oil industry, whose 
recent efforts to protect our oil supply from wasteful overpro- 
duction, although generally commended, have just had a fatal 
collision with the Sherman Law. But it must be remembered 
that with a great price the railroads have bought this advan- 
tage, that is, by subjection to the very broad and the very de- 
tailed supervision, regulation and control of the Interstate 
Commerce Commission. Without such supervisory powers in 
the commission Congress would not, and should not, have pro- 
vided the conditional exemption from the anti-trust laws found 
in the Transportation Act. 

You will observe that I say “conditional exemption”. We 
must not make the mistake which some railroads seem to 
have made in the recent past, to their present great discom- 
fiture, of supposing that the railroads are now emancipated 
from the restrictions of the Sherman Law and similar statutes. 
The machinery which paragraph 8 provides for sweeping 
away the anti-trust acts when they interfere with the con- 
summation of a desirable unification does not begin to operate 
unless and until the commission presses the button. 

What I have just been saying about paragraph 8 is illus- 
trated by the first experience of the Southern Pacific Company 
under paragraph 2 of Section 5, when it fled for its life to 
the Transportation Act as a city of refuge and reached it just 
in time to escape death at the hands of the pursuing Sherman 
Law. I refer to the application to the commission under which 
the Southern Pacific Company acquired or rather reacquired 
control of the Central Pacific Railroad Company. 

In 1922 the Supreme Court of the United States, to our 
consternation and, I may say, to our amazement, declared that 
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the common control of the Central Pacific Railway Company 
and the Southern Pacific Railroad Company, which had existed . 
for fifty years or more, was in violation of the Sherman Law, 
and ordered the immediate termination thereof.’ 

In order that you may realize what is meant by the rigid, 
implacable application to railroads of the anti-trust laws it is 
necessary for me to describe the character of the system of 
railroads which the Supreme Court, under compulsion of the 
Sherman Law, decreed should be dissolved. The Central 
Pacific lines and the Southern Pacific Railroad lines had always 
been under a common control. Beginning about 1870 the two 
sets of lines had developed together as a single interdependent 
system. Born of a common parentage and fed from a com- 
mon pap, they were intended and expected always to be mutu- 
ally dependent members of the same family. You can there- 
fore readily understand that their separation into two parts 
would have resulted not in two self-sufficient systems, but in two 
maimed and incomplete parts of what had been a single system. 
The dismemberment which the court directed to be made was 
in reality a capital operation, likely to be fatal not only to 
the Southern Pacific system, but to the transportation needs of 
the communities served by the system. 

From the death sentence that had been pronounced by the 
Supreme Court the Southern Pacific Company fled for refuge 
to the Transportation Act and prostrated itself before the altar 
it found in paragraph 2 of Section 5. We applied to the 
commission to legalize, in the exercise of its powers under the 
Transportation Act, the common control which the Supreme 
Court had declared unlawful under the Sherman Law. In 
this application we were actively assisted by the several states 
and communities in which our system lines were located. Their 
consternation over the decree of dismemberment rivaled ours, 
since they saw that it meant a mutilation of the transportation 
machine upon which they were very dependent and the consti- 
tution of which they had never complained of. The commission 
had no difficulty in finding as a fact that the common control 
was in the public interest; that the benefits of any competition 
that might be gained by the dismemberment of the system were 
as nothing compared to the benefits from the continued opera- 
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tion of the lines concerned as one system. It had the courage 
as well as the good sense to render an order approving and 
authorizing the common control, which was in the form of 
stock ownership and operation under leases by the Southern 
Pacific Company of both sets of lines.* 

Armed with this order of the commission we appeared be- 
fore the lower court to which the Supreme Court’s mandate was 
directed. There we were met by the solicitor general with a 
drastic decree of dismemberment drafted pursuant to the man- 
date. 

To make a long story short the lower court had also the 
intelligence and the courage to recognize that the order of the 
commission under the later act of Congress superseded the 
decree of the court under the earlier Sherman Law; and the 
final decree adopted and confirmed the commission’s order.’ 
Thus the country was saved, including the Southern Pacific 
system. 

The radical difference between the new and the old régime 
may be stated in a sentence. The underlying philosophy of 
the new dispensation is that the public interest in any particular 
case should prevail over the prohibitions of general laws, while 
the dominant maxim of the old dispensation is, let competition 
be unrestrained though the heavens fall — floreat competitio, 
ruat coelum. 

Having seen the beneficial operation of the provisions of 
paragraph 8 upon federal anti-trust acts, let us now con- 
sider their effect upon similar state laws. For this purpose I 
have selected for brief mention two experiences of the South- 
ern Pacific Company. One shows that the apprehension and 
even hostility which some of the states and many communities 
felt at first towards the novel power given the commission in 
paragraph 8 to supersede state laws gradually subsided as 
the results of the exercise of the power became generally 
known. The other is an instance of an unexpected but fre- 
quently occurring result in the course of the administration of 
the law, that is, a willing dependence by the states upon the 
commission’s powers for relief from the excessive restrictions 
of their own laws, when such restrictions block the way to a 
desirable unification of local railroads. In other words the 
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states instead of repealing or modifying the outmoded re- 
strictions of their own laws have come to look to the federal 
statute for relief. 

It will be very persuasive evidence both of the wisdom of 
Congress in the enactment and of the commission in the ad- 
ministration of the law, if one of the results of the law’s opera- 
tion has been the subsidence of the initial distrust on the part 
of the states to which I have referred. That such has been the 
fact is the experience of the Southern Pacific Company, in 
witness whereof I cite the circumstances under which the uni- 
fication by lease of the railroads of our system that lie east of 
E] Paso was effected in 1926, six years after the enactment of 
the Transportation Act. This part of our system consists of a 
dozen or more railroad corporations, some creatures of Texas 
and some of Louisiana, with a combined mileage of over 5,000 
miles located in the two states. They were already under 
common control through the ownership by the Southern Pacific 
Company of practically all the stock of each of the corpora- 
tions. But under the laws of Texas and Louisiana it had been 
necessary for each corporation to operate its own railroad by 
its own officers. The object of the application of 1926 was to 
bring about a more complete unification by having one of the 
corporations lease the properties of the others and operate the 
whole under the lease. Such single operation would result in 
many economies, a large saving, for example, in accounting 
expense, and would generally work to the convenience and ad- 
vantage of the carriers and of the public. This is so obvious 
as to suggest the inquiry why we waited for six years before 
applying for authority to make an intra-system unification so 
manifestly desirable. The answer is the initial distrust I have 
referred to and its gradual disappearance. If the application 
had followed close upon the passage of the Transportation Act 
it would have encountered opposition upon one or more of the 
following grounds: that local interests would suffer from uni- 
fication under management centered at a distance; that the 
states’ control over their own corporations would be weakened 
to a harmful extent; that the public interest would suffer from 
the suspension of the state anti-trust acts; that the operation of 
the railroads of one of the states by a railroad corporation of 
another state might result to the advantage of shipping inter- 
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ests of the state where the operating corporation was located. 
We might have succeeded before the commission, but the un- 
friendliness resulting from the contest would have gone far to 
offset the benefits resulting from the order of approval. It is 
a tribute to the law, and especially to the commission’s admin- 
istration thereof, that there was no serious opposition to the 
rendition by the commission in 1926 of an order whereby the 
operation of the railroads of the two states was turned over to 
a lessee, a corporation of one of the states." We were fortunate 
to have available as the lessee company a corporation whose 
first name was Texas and whose last name was New Orleans. 
The case I am now about to cite has been selected because it 
shows the good work of paragraphs 2 and 8 of Section 5 
in removing otherwise insurmountable obstacles to a univer- 
sally desired unification ; because it reveals a state, probably the 
proudest and most touchy state in the Union, viewing with 
equanimity the setting aside of provisions of her own constitu- 
tion ; and because it affords a striking example of the accom- 
plishment of one of the general purposes of the provisions of the 
Transportation Act under discussion, namely, the preservation 
of a potentially useful weak line by its union with a stronger 
line; for it resulted in the transformation of a broken-down 
railroad into an efficient and expanding transportation agency. 
I refer to our acquisition in 1925, by stock purchase and lease, 
of the San Antonio and Aransas Pass Railway Company, a 
Texas corporation then owning some 700 miles of railroad. 
Some time before 1903 the Southern Pacific Company had 
acquired all the stock of the San Antonio and Aransas Pass, 
which I shall hereafter refer to by its nickname, the “S.A.P.” 
On the faith of this stock ownership the Southern Pacific had 
guaranteed the principal and interest of seventeen and one- 
half millions of the S.A.P.’s bonds. There was some possibil- 
ity of competition between the S.A.P. and the Southern Pacific’s 
Texas lines. Any common control of parallel or competing 
lines was absolutely prohibited by the constitution of Texas. 
Hence, as in duty bound, the state authorities took such action 
as resulted in the enforced sale of the S.A.P.’s stock and a final 
injunction decree of a state court prohibiting the Southern 
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Pacific from ever exercising any control over that railroad. 
But the obligation from the guaranty of the bonds remained. 

For the twenty-two years intervening between 1903 and 
1925 the S.A.P.’s income was not sufficient to meet its fixed 
charges and the Southern Pacific had to make up the deficit, 
the deficiency during the period mentioned aggregating several 
million dollars. During all this period the S.A.P. was a weak 
line, affording unsatisfactory service, without funds or credit 
with which to make improvements or extensions necessary for 
its own development or to supply the growing needs of the 
country dependent upon it for transportation. 

The Southern Pacific finally applied to the commission, 
under paragraph 2 of Section 5, for authority to reacquire 
the S.A.P.’s stock and to operate it as a part of its system, 
notwithstanding the court injunction and the prohibition of 
the state constitution. The shipping public of Texas, of course, 
favored the application. The attorney general of the state, 
as was his duty, appeared before the commission and, with a 
gesture towards the provisions of the state constitution, sub- 
mitted that the application must be denied. When, however, 
the commission in the exercise of its powers, on finding the 
acquisition of control to be in the public interest, granted the 
order of authorization applied for,’ there were no signs of 
falling tears or rising anger over the suspension of the state 
laws or the decree of the state court. 

Since then the lines of the S.A.P. have been rehabilitated ; 
over $9,000,000 of capital expenditures have been made; and 
upwards of 150 miles of extensions have been constructed. 
The S.A.P. is now a well equipped, well maintained, first-class 
railroad. Moreover it has become an active and effective com- 
petitor of outside lines, thus creating more competition than 
was eliminated by its unification with thé Southern Pacific 
system. 

The fourth and last of the Southern Pacific’s experiences 
which will be mentioned here, that is, the acquisition by the 
Southern Pacific Company of control of the El Paso and South- 
western Railway system, which took place in 1924, is probably 
the most important case of a unification under paragraph 2 
of Section 5 of two large, prosperous, independent railway 
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systems. If space permitted, it would afford an opportunity 
to describe more in detail than I have yet done the factors 
which the commission has to consider in deciding whether the 
probable results of a proposed unification will be in the public 
interest. I shall have to content myself with saying that the 
relations of the two systems were those of competitors as to a 
comparatively small part of their traffic and of connections, 
each indispensable to the other, as to the vast preponderance 
of their traffic. With scarcely a discordant note, the people of 
the states in which the railroads concerned were located joined 
the two parent companies in asking for favorable action by the 
commission upon their joint application for authority to unify 
the two systems." When the two systems were united they 
were found to fit into each other as smoothly as if originally 
designed to be amalgamated. 

A very condensed abstract from the testimony in regard to 
the expected results of this unification (which have been in 
large measure realized) will bring before you in the shortest 
time a conception of the potential usefulness of the law. The 
anticipated results testified to were: 


(1) Saving in administrative expenses by relief from the 
necessity which required each system, when independently 
managed, to employ a complete staff of executive, operating 
and legal officers. 

(2) Avoidance of capital expenditure for enlargement of 
facilities which would have been necessary but for consolida- 
tion, and more complete utilization of shop facilities, yards, 
etc., of the two systems. 

(3) Avoidance of construction of over 150 miles of main 
line double track due to the use of E. P. & S. W.’s road as a 
second line for through traffic. 

(4) Improvement in train loading by diversion of through 
traffic to E. P. & S. W.’s underloaded trains. 

(5) Correction of unbalanced traffic rendered possible by 
fact that S. P. had an excess of east-bound traffic while E. P. 
& S. W. had an excess of west-bound traffic. 

(6) Creation of more effective and more beneficial competi- 
tion than was eliminated by the unification. 


260 1. C. C. 792. 
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(7) Many other operating economies which I have not time 
now to enumerate. 


In regard to the experiences of the Southern Pacific Com- 
pany that have been mentioned, it is a significant fact that all of 
the unifications had the enthusiastic support of the communities 
affected thereby and were found by the commission to be in the 
public interest, and yet that every one of them was within the 
condemnation of the constitution and statutes of the states in 
which the railroads concerned were located and in violation 
of pretty nearly every federal anti-trust act on the statute 
books. Is not this a demonstration of an imperative need for 
the provisions of the Transportation Act now under considera- 
tion? 

In conclusion I am glad to have this opportunity to say that, 
considering the imperfect instrument placed in its hands by 
Congress and the novelty and difficulty of the questions with 
which it has had to deal, with scarcely any guiding precedents, 
the commission has, in my opinion, administered the unifica- 
tion provisions of the act, on the whole, with commendable ° 
wisdom and success. It deserves more praise than it has re- 
ceived for what it has done and less censure than it has re- 
ceived for what it has refrained from attempting to do under 
the law in its present form. 

[349] 


= 


THE EFFECT OF RAILROAD CONSOLIDATIONS 
ON RAILROAD SECURITIES 


PIERPONT V. DAVIS 
Vice-President, National City Company, New York 


ECENT financial history in the public utility, indus- 
R trial and banking fields has been marked by num- 
erous mergers and consolidations, which have usually 
been accompanied by substantial advances in the price of the 
securities of the companies or institutions involved. Railroad 
securities, in contrast, have been abnormally inactive. Only 
about two per cent of the trading on the New York Stock Ex- 
change has been in railroad stocks, and their average prices 
are practically what they were two years ago. Had railroad 
consolidation been possible during this period, railroad secur- 
ities would unquestionably have been much stronger and more 
active. As I understand the scope of this paper, however, we 
are not to discuss the transitory market effects of railroad con- 
solidations, but rather to attempt to appraise their permanent 
effects. 

As a starting point, it seems desirable to consider briefly 
the present status of railroad credit. That the carriers of this 
country are now being operated more efficiently than ever 
before, and are giving unequaled service, is widely recognized, 
but it is perhaps not so generally understood that railroad 
credit was never better, when measured by its own history. 

In past years, railroads had the first call on the money mar- 
ket. They could raise more capital at cheaper rates than other 
private borrowers. Today, due to the deservedly increased 
popularity of public utility and industrial securities, they are 
confronted with keener competition. This indicates a rise in 
other types of credit, rather than a decline in railroad credit. 

The ebb and flow of railroad credit is simple to trace. 
Using 1896 as a base, it shows a rapid and unbroken advance 
to 1907, thereafter, for fourteen years, a slow and an almost 
uninterrupted decline, reaching its nadir in 1921, and from 
that date to the present time a steady recovery. 
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The vital test of credit is ability to secure partnership capital. 
The cost of borrowing money varies with the interest rate, but 
a railroad’s ability to sell stock varies with the investors’ con- 
fidence in the industry. After 1907 fewer and fewer rail- 
roads could sell stock. The tide turned in 1922, and since 
then equity issues have grown in size and importance. Last 
year, for example, they amounted to $192,000,000. In 1922 
ninety-six cents of every dollar raised for the railroads was 
borrowed money, whereas in 1928 twenty-seven cents of each 
dollar was raised by sale of capital stock. You may say this 
still indicates too great dependence on borrowed money. On 
the other hand, had they so desired, many railroads which sold 
bonds last year might have issued stock. I have calculated that 
the railroad companies now in a position successfully to offer 
stock at par to their shareholders operate about 60% of the 
Class 1 mileage in the United States. In my opinion, this is 
a higher ratio than has existed previously in railroad history. 

The latest official statistics are for 1927, in which year it 
appears that 70% of all railroad stocks received dividends. 
This is the highest percentage of stock in receipt of dividends 
since the Interstate Commerce Commission compilations began 
in 1888. Similarly, the average rate of dividends paid—ap- 
proximately 6%—is the highest in the statistical records. In 
1928, only one company reduced its dividend, while twelve 
placed their stocks on a dividend basis, or increased the rate 
previously paid. The position of the railroads last year was, 
therefore, more favorable than in 1927. Another evidence of 
the improvement in credit is the mileage operated by receivers, 
which is now smaller than at any time in the past eighteen 
years. 

In presenting this optimistic picture of railroad credit I 
am not saying that, to assure the continuance of a steady flow 
of new capital into the business, it is even yet as good as it 
should be. Public utility stock issues alone last year ex- 
ceeded by $200,000,000 the entire capital raised by the rail- 
roads from bond and stock issues combined. The American 
Telephone and Telegraph Company stock, paying a 9% regu- 
lar dividend, sells higher than most of the railroad stocks 
which are on a 10% basis. Not many months ago the tele- 
phone company sold with ease $185,000,000 of new stock at par. 
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I do not think that there is in the United States today a rail- 
road company which would venture to try to raise at one time 
so large a sum. Neither can one ignore certain disturbing 
tendencies in railroad affairs, such as the continuous decline 
since 1921 in the average rate per ton-mile, the tendency of 
wage advances to absorb a greater measure of the economies 
in operation, the losses in passenger business, the slower growth 
in freight tonnage, and the inability to earn a fair return 
on their investment. Nevertheless, I believe that at no time 
in their history have the railroads had better credit than they 
have today. If that is true, what, if anything, is there in 
consolidations which may affect their credit, favorably or 
adversely ? 

The Transportation Act stipulates that the Interstate Com- 
merce Commission may at any time authorize one carrier to 
acquire another, either by lease or purchase of stock, provided 
that the consolidation of such carriers into a single system for 
ownership and operation is not involved, and that the public 
interest will be preserved. Under this paragraph of the law, 
during the past nine years, 254 applications for the acquisition 
by lease or purchase of stock have been approved by the com- 
mission. The most important during the past year was the 
approval of the application of the Chesapeake and Ohio to con- 
trol the Pere Marquette, and that of the Atchison, Topeka and 
Santa Fe to acquire control of the Kansas City, Mexico and 
Orient. In the main, however, these authorizations have not 
fundamentally altered the preéxisting grouping of the carriers. 
They do not, therefore, afford much basis for the determi- 
nation of the effect consolidations into single systems will pro- 
duce upon railroad credit. 

It is true that purchase of stock of one carrier by another, 
for the purpose of acquiring control, sometimes results in 
driving prices up to unwarranted levels, and thereby may 
make the cost of control a heavy burden upon the purchasing 
company. This consideration led Commissioner Eastman to 
write as follows, in his dissenting opinion on the “‘ Control of 
the Erie and Pere Marquette by the Chesapeake and Ohio”: 


Nor is the method of bringing about railroad unifications by oper- 
ations in a stock market fevered by such operations or prospect of them 
for the general good, however profitable it may be to individual oper- 
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ators. The result is to divert the credit of railroad companies, which 
ought to be conserved for transportation purposes, to the ends of specu- 
lation and private profit. The unifications which this method is likely 
to accomplish are those which offer the greatest opportunity for specu- 
lative profit, rather than those which offer the greatest opportunity for 
transportation advantage. The consolidations which the country needs 
are more apt to be those which offer so much prospect of mutual benefit 
that they can be agreed upon by direct negotiations of boards of rail- 
road directors, and accomplished through exchange of shares without 
prior speculative operations. 


The Transportation Act also directed the Interstate Com- 
merce Commission to prepare and adopt a plan for the consoli- 
dation of the railroad properties of the country into a limited 
number of systems. Although the commission did publish a 
tentative plan on August 31, 1921, grouping the Class 1 car- 
riers into nineteen systems, it did not allocate 39,000 miles 
of line, belonging to the Class 2 and Class 3 railroads. 
After numerous hearings, extending over two years, the com- 
mission announced that it was unable to agree on a final plan. 
As a practical matter it is doubtful that any individual or 
group of individuals has the vision and knowledge to prepare 
a plan acceptable to all parties. Since two or more carriers 
can consolidate their properties into one corporation for own- 
ership, management and operation only when such consoli- 
dation is in harmony with the plan, no consolidations of this 
type have been effected. For the past four years the com- 
mission has asked Congress to amend the law by eliminating 
the requirement that it adopt and publish a final plan of 
consolidation. 

The present law is also too rigid in that the bonds and stock 
at par of the consolidated corporation shall not exceed the 
value of the component properties, as determined by the Com- 
merce Commission. The Parker-Fess Bill, now before Con- 
gress, substitutes the condition that there should be no capi- 
talization of intangible values resulting from the proposed 
unification. The report accompanying the bill points out that 
there has been no overcapitalization since the commission re- 
ceived complete jurisdiction over the issuance of securities, 
and that it has been gradually “squeezing out the water” 
accumulated prior to that time. How much water remains to 
be “ squeezed out”, and will the process entail radical scaling 

[353] 


e 
g 
e 
yf 
e 


} 


28 RAILROAD CONSOLIDATION [Vo.. XIII 


down of capital structures and consequent disturbance of rail- 
road securities? 

Consideration of the relationship between capitalization and 
valuation was given in the Nickel Plate Case, decided adversely 
by the Interstate Commerce Commission in 1926. Evidence 
was there introduced showing that the bonds and stock at 
par of the proposed company amounted to $951,000,000. In 
the absence of completed valuations of the properties under 
Section 19a, a construction cost amounting to $991,000,000, 
was found. This was based upon underlying engineering and 
land reports of the bureau of valuation, plus subsequent ex- 
penditures for additions and betterments, less depreciation of 
equipment at the rate of 4% per annum. Furthermore, this 
construction cost covered only physical railroad properties, 
and did not include allowances for materials and supplies, and 
other working capital, which the railway company estimated to 
be $140,000,000. The commission stated, ‘‘ If our final value 
should not fall substantially below these tentative estimates, 
the proposed capitalization is conservative.” Unsoundness in 
capital structure was not the reason for the rejection of the 
Nickel Plate plan. 

The commission’s theories of valuation are challenged by 
the carriers, and the O’Fallon case, now before the United 
States Supreme Court, brings up some of those theories for 
judicial review. Still other theories will in time come be- 
fore the Supreme Court. In the meantime, the so-called 
“ O’Fallon Method ” will afford minimum valuations to com- 
pare with capitalization figures. A complete comparison is 
impossible, since the valuation work is unfinished. However, 
significant figures are obtainable. I have selected seventy-six 
important carriers, operating 210,000 miles of road, or 88% of 
the Class 1 mileage. To their tentative or final valuations I 
have added the net additions and betterments from the inven- 
tory dates, together with the value of non-carrier property 
and security investments at their book values. The sum of 
these figures gives a total value, as of December 31, 1927, 
of substantially $22,100,000,000, and the par value of the out- 
standing capitalizations in the hands of the public on the same 
date was $18,200,000,000. The excess of value over the par 
value of securities, is, therefore, $3,900,000,000. 
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Of these seventy-six railroad companies, however, forty- 
seven are undercapitalized on the basis I have used, while 
twenty-nine are overcapitalized. The exact figures are— 


Valuations brought Par value of Mileage 

down to date capitalization 
47 companies ....... $18,100,000,000 $13,400,000,000 151,000 
29 companies ....... 4,000,000,000 4,800,000,000 59,000 


Thus the first group of roads has a valuation in excess of 
capital of $4,700,000,000, or 26%, while the second group has 
capital in excess of valuation of $800,000,000, or 21%. It 
is, therefore, evident that the companies controlling 72% of the 
mileage embraced in this comparison have no “ water to be 
squeezed out”. Of the remaining 28%, in a considerable 
number of cases, the prices of the securities in the market are 
substantially below par, and so might not require scaling down 
in a consolidation. 

Manifestly, undercapitalized companies, such as the Penn- 
sylvania, the Burlington and the Santa Fe (to mention only 
a few), will not surrender in consolidation equities which have 
been built up during years of conservative finance, and which 
belong to their stockholders, for the benefit of the stockholders 
of less conservatively financed companies. But the holder 
of the stock of a railroad company which has never paid a 
dividend and which is selling for $25 a share would not be 
reluctant to exchange, ‘say, four shares of his stock for one 
share of the stock of a strong dividend-paying company, sell- 
ing at $100 ashare. In this way the scaling of the par value 
of an overcapitalized road could be accomplished without mar- 
ket disturbance. Objection might come from the stockholder 
of the strong road, if he feared that the safety of his dividend, 
or the chance of its being increased, might be impaired by the 
dilution of this stock through consolidation with the weaker 
company. Such objection, however, can be overcome if the 
consolidation should result in the more effective and profitable 
use of the weaker carrier. 

Inasmuch as railroad capitalization is, on the whole, so 
amply supported by sound values, we may eliminate the fear 
that watered stock may unfavorably affect credit when consoli- 
dations are taking place. There are other factors, however, 
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to be considered. Some will be advantageous—others not. 
For example, certain of the smaller railroad properties possess 
today unusually high credit, such as the Morris and Essex, 
the Central Railroad of New Jersey, and the Nashville, Chat- 
tanooga and St. Louis. Each of these companies, over a year 
ago, sold blocks of bonds on not far from a 4% basis. Consoli- 
dation will mean the disappearance of these individual credits, 
and it is probably true that a succeeding consolidated company 
will not enjoy such high credit. The roads mentioned are in 
the rare position of having open first mortgages. The con- 
solidated corporations which take over these roads will doubt- 
less do their financing through junior mortgages, and will have 
to accept lower prices for their securities. On the other hand, 
there are a larger number of small roads which have inferior 
credit, so that the succeeding consolidated company should be 
able to command capital more cheaply and easily. Again, a 
consolidation may produce a simplified capital structure, which 
is of considerable advantage. 

In a normal bond market bankers prefer to offer several 
different issues of moderate size rather than one very large 
issue, since the demand of the investor for diversification makes 
the sale of the larger issue much more difficult. The offer- 
ing, for example, at various times, of $25,000,000 Great North- 
ern, $25,000,000 Northern Pacific, and $25,000,000 Burlington 
bonds would be more certain of prompt and satisfactory dis- 
tribution than the sale at one time of $75,000,000 of bonds of 
a company representing the consolidation of these three lines. 
Many investors, both private and institutional, will take only 
a certain amount of bonds, be the issue $10,000,000 or $100,- 
000,000, unless encouraged by an exceptionally attractive price. 
A great system will require a larger amount of money in a 
single sale of securities than our existing systems do. The 
cost of that money may easily be somewhat greater than it 
would have been to the several predecessor companies which 
compose the consolidation. In a poor bond market, such as 
we are now experiencing, the situation may become serious. 
Due, as I believe, to the mistaken policy of the Interstate Com- 
merce Commission in compelling competitive bidding for 
equipment trust issues, the market for that class of securities 
has become very narrow. Small issues of from $2,000,000 
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to $10,000,000 can be distributed slowly, but if a great consoli- 
dated system were now to offer $50,000,000 equipment certi- 
ficates I question whether the issue could be sold at all, except 
upon relatively exorbitant terms. Maintenance of a high 
standard of credit thus becomes more essential as the size of 
the corporation increases. 

Senator Cummings said, “ The object of consolidation is to 
keep the weak roads running”, and Commissioner Meyer 
wrote, “ The unification of the weak with the strong lines is 
one of the needs which Congress apparently had most definitely 
inmind.” There is unquestionably considerable anxiety that, 
while the taking over of weak lines may serve the transporta- 
tion requirements in certain sections of the country, it may 
place an unjustifiable burden upon the strong lines, and that 
instead of lifting the general average of service it may de- 
press it. While it is true that some of the so-called “ weak 
lines ” are so because of burdensome debt or inefficient man- 
agement, it is also true that there are not a few lines the owner- 
ship of which seems likely to be a liability to any strong system 
that acquires them. The attitude of the Interstate Commerce 
Commission toward this problem is not fully revealed in any 
of its decisions up to the present time. In the Nickel Plate 
case, in 1926, it stated: “‘ When these unifications are being 
considered, the problem of the short lines whose property, in 
the public interest, should be included in the systems proposed, 
cannot be overlooked, if it is possible to include them upon 
reasonable terms.” 

In the New York Central lease case, decided last month, 
the commission went one step further and indicated what it 
regarded as “ reasonable terms”’. Its consent rests on the ex- 
press condition that the New York Central shall offer to acquire 
certain connecting lines for ‘“‘ considerations equal to the com- 
mercial value of the respective properties, as determined by 
agreement between the parties, or by arbitration.” Further, 
the New York Central is admonished to approach the consid- 
eration of the inclusion of additional short line railroads, if 
and when proposed, “ in a spirit of codperation.” 

What is the “ commercial value” of a weak road? If it 
has a physical valuation of a million dollars, and net earnings 
of only $5,000 a year, surely the “ commercial value ” does not 
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approximate the physical value. Profitable short lines are 
usually not for sale. It is generally only the distressed 
short line that seeks to unload upon the strong connecting 
carrier. Despite this fact, I am of the opinion that it will be 
possible to take care of the weak lines on terms that will not 
injure the strong roads. 

My survey of the situation leads me to the conclusion that 
_ the permanent effects of railroad consolidation on railroad 
securities are likely to be of minor, not major, importance. 
Rates, taxes, wages, traffic trends, are the vital factors. If 
these are favorable, railroad credit will continue to rise. If 
not, railroad credit will decline, whether we have nineteen con- 
solidated systems, or the present 2,203 separate companies. 
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OBSTACLES TO RAILROAD CONSOLIDATION 
IN EASTERN TERRITORY 


EMORY R. JOHNSON 


Professor of Transportation and Commerce; Dean of the Wharton School 
of Finance and Commerce, University of Pennsylvania 


ONSOLIDATION is the tendency of the times in most 

i | lines of business. During recent years public senti- 

ment has changed from opposition to approval of 

large organizations, it having been demonstrated that such 

organizations are in most instances more economical and effec- 

tive. Change of public sentiment toward railroad consolida- 

tion came earlier than the approval of consolidation in finance 

and production. As far as public opinion is concerned there 

is no longer any general or theoretical opposition to reducing 
the number of railroad systems. 

The men who own and manage railroads have for the most 
part always been in favor of consolidation, and in spite of legal 
restraint and adverse public sentiment there has been a con- 
tinuous evolution of railroad integration. Indeed, while there 
are at present about 180 large railroad companies (Class 1 
railroads having earnings of $1,000,000 or more per annum) 
they are so related to eachother that twenty-two systems, using 
that term in a loose way as expressive of financial control, now 
include 79% of the railway mileage of the country and 82% 
of the property investment, and secure 8442% of the gross 
earnings. This evolution is now going on in spite of the obsta- 
cles imposed by the Transportation Act of 1920. An analy- 
sis of some of the obstacles that have limited consolidation in 
eastern territory will indicate the situation that prevails gener- 
ally thoughout the country. 


Legal Obstacles: Defects of the Act of 1920 


The Transportation Act of 1920, which was adopted by 
Congress upon the return of the railroads to their owners at 
the close of the period of government operation, was intended 
among other things actively to promote the grouping of rail- 
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roads into a limited number of systems of relatively equal 
strength. The results of the act as regards railroad consoli- 
dation have not been successful. This has been due both to 
positive and to negative defects in the law. 

The consolidation and merger provisions of the act of 1920 
are contained in Section 5, paragraphs 2 to 6 inclusive. Para- 
graphs 2 and 3 authorize incomplete consolidations and per- 
mit a railroad, with the approval of the Interstate Commerce 
Commission, to acquire control of another railroad by lease or 
stock purchase “ or in any other manner not involving the con- 
solidation of such carriers into a single system for ownership 
or operation”. This provision of the law authorizes incom- 
plete consolidation. The railroads brought together are to 
maintain their corporate and operating identity, they are not 
to be merged into a single system. It is not possible for one 
railroad company under these paragraphs of the act to buy out 
another company and take its place. 

The complete merger of railroads as contemplated by Con- 
gress in adopting the provisions of paragraphs 4 to 6 inclusive 
of Section 5 of the Interstate Commerce Act as amended must 
conform to a prearranged general plan of grouping of all rail- 
roads in the United States. The Interstate Commerce Com- 
mission is directed to decide upon and promulgate a plan for 
the grouping of all the railroads, and individual mergers can 
be authorized only after such plan has been adopted and only 
when the individual mergers are in harmony with the general 
plan. This provision of the law has prevented any complete 
mergers from taking place since 1920. The commission has 
not promulgated a general plan of railroad grouping. Indeed, 
it has several times requested Congress to be relieved of that 
duty. 

The commission realizes that it requires a greater measure 
of prescience than it possesses to forecast the logical grouping 
of railroads, and that, however wisely the commission might 
act today in the adoption of the general plan, it would be 
obliged in passing upon future applications for individual 
mergers to deviate from the plan adopted in advance. It is 
also quite certain that the definite allocation of railroad systems 
to designated consolidations in advance of their being brought 
together would increase the price demanded by individual 
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railroad companies for their property when they entered a 
consolidation. It is generally recognized both in and out of 
Congress that it is necessary to substitute for the merger sec- 
tions of the act of 1920 a new plan for the government regula- 
tion and guidance of railroad consolidation. 

In addition to the two positive defects in the act of 1920 that 
have been named there are two negative ones that call for 
consideration. The Transportation Act makes no provision 
for the acquisition by a consolidating company of the stocks of 
dissenting minority stockholders. A railroad company may 
buy the majority of the stock of another railroad company and 
the holders of the majority of the voting stock of any railroad 
company may authorize the lease of their road to another com- 
pany, provided the Interstate Commerce Commission approves 
of the stock purchase or the lease. When the petition comes 
before the commission dissenting stockholders may object, and 
have very effectively objected, to proposed consolidations. No 
provision is contained in the law whereby the stocks owned 
by dissenting stockholders may be acquired without their con- 
sent. The bill that was proposed in the Senate near the close 
of the last session by the Committee on Interstate Commerce, 
of which the Honorable Simeon D. Fess is chairman, provided 
for the acquisition of the stocks of minority stockholders by 
condemnation and purchase at a fair price. 

The act of 1920, furthermore, made no special provision for 
the inclusion of short line railroads that might be omitted from 
proposed consolidations and that might desire to be included. 
The Interstate Commerce Commission, however, has met this 
situation adequately by the practice it now follows of requiring 
those who petition for the approval of a consolidation to in- 
clude among the roads to be acquired such short lines as may 
desire to be included and as ought, in the judgment of the 
Interstate Commerce Commission, to be made a part of the pro- 
posed group. The Fess Bill, if adopted, will enact into law 
the present practice of the Interstate Commerce Commission as 
regards the inclusion of short line railroads in the enlarged 
systems of the future. 
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Opposition of Local Business Interests 


One of the obstacles that may prove to be difficult to over- 
come in bringing about the consolidation of railroads is that 
created by opposition of the local business interests which for 
various reasons may desire the continuance of the separate 
existence and activity of such railroads as may be considered 
to be of special local importance. This opposition may be 
illustrated by reference to the situation in Philadelphia and in 
Baltimore. 

The business organizations in Philadelphia are opposed to 
the Reading Railway’s becoming a part of another system not 
primarily interested, as is the Reading, in the development of 
the traffic and trade of Philadelphia. These business organi- 
zations have formed a joint committee to appear before the 
Interstate Commerce Commission when the commission has 
hearings upon the petition of the Baltimore and Ohio Railroad 
to acquire the Reading Railway and its controlled line, the 
Central Railroad of New Jersey. This opposition of the 
business interests of Philadelphia is one that they might be 
expected to have, because the Reading Railway has always 
been especially concerned with increasing its traffic through 
the port of Philadelphia. It has made liberal investments in 
terminal facilities. It is regarded by Philadelphia as its 
particular champion, whereas the Baltimore and Ohio has al- 
ways been especially interested in the development of traffic 
through the Baltimore gateway. It does not follow that the 
acquisition of the Reading by the Baltimore and Ohio would 
cause the Baltimore and Ohio to interfere with the continued 
activity of the Reading in the development of the traffic at 
Philadelphia, but in the minds of the business men of Phila- 
delphia there is the apprehension that the Baltimore and Ohio 
will give first consideration to Baltimore and will also compete 
with especial zeal at New York for the commerce to and from 
that great traffic center. 

If the railroads in the eastern territory are eventually con- 
solidated into four large systems it is quite certain that one 
of the four will be the Baltimore and Ohio system and that this 
strong system will include the Western Maryland, a road that is 
relatively small and financially weak. However, certain busi- 
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ness interests in Baltimore desire that the Western Maryland 
shall remain independent of the Baltimore and Ohio Railroad, 
the hope being that Baltimore may thereby ultimately have a 
strong third trunk-line system. This could come about only by 
the Western Maryland’s being made a part of a through rail 
route from Chicago and the Great Lakes to Baltimore, in ac- 
cordance with a plan of grouping that would be opposed by the 
majority of the eastern trunk-line systems. It is natural that 
the business men of Baltimore should prefer to have three 
trunk lines in the future, instead of two, provided it is possible 
to bring about such a grouping of the railroads in the eastern 
territory as will make that possible. 


Conflicting Interests and Aims of the Eastern Trunk Lines 


The most serious obstacles to be overcome in bringing about 
the consolidation of railroads in the eastern territory are 
neither those due to the provisions of the act of 1920 nor those 
created by the opposition of local business interests, but 
those that result from the historic rivalries of the trunk lines 
themselves. The history of railroad competition in the terri- 
tory between New York, Chicago and St. Louis, of the rate 
wars of the 1870’s and 1880's, and of the powerful though regu- 
lated rivalries that have continued to the very present need not 
be recited here. It is a matter of common knowledge that 
every phase of railroad competition has been illustrated dur- 
ing the past fifty years by the relations of the eastern trunk 
lines to each other. The trunk lines are rivals today as they 
have been in the past and there will be active competition in 
the future among the four systems, should the contemplated 
consolidations take place. 

Reference to a few of the conflicting interests and aims of 
the eastern trunk lines will indicate the nature of the obstacles 
to consolidation. The New York Central for seventy-five 
years has held, and now maintains, a dominant position as the 
carrier of the traffic through the Buffalo gateway. It has the 
advantage over the other large trunk lines for handling the 
traffic between the Great Lakes and New York City. Natur- 
ally the New York Central has no desire to see its superiority in 
the Great Lakes - New York traffic lessened by the process 
of consolidating the eastern trunk-line railroads. 
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The Pennsylvania Railroad was built to connect Philadel- 
phia with the Ohio River and the Ohio Valley. The Pitts- 
burgh district holds first place in the United States in the ton- 
nage of heavy traffic. There are also large traffic currents 
flowing through the Pittsburgh portal between the West and 
the East. The New York Central and other railroads share 
with the Pennsylvania Railroad in the traffic of and through 
Pittsburgh, but the Pennsylvania outranks all other carriers 
in this section. 

The Baltimore and Ohio holds first place at Baltimore. Its 
long and only partially successful struggle to reach Philadel- 
phia and New York on an equal footing with other railroads is 
well known. The Baltimore and Ohio is particularly desirous 
of strengthening its position at New York as a result of the 
contemplated grouping of eastern carriers. 

Five years ago a new eastern trunk line of major importance 
suddenly came into existence. The two financial geniuses who 
gave renewed life to the Nickel Plate have built around it a 
grouping of railroads having a common financial control, the 
group including the Chesapeake and Ohio, the Hocking Valley, 
the Pere Marquette and the Erie. This new railroad interest 
comes into competitive rivalry with all of the other trunk lines, 
particularly with the Pennsylvania and the Baltimore and 
Ohio system. 

The Pennsylvania Railroad’s relation to the New York Cen- 
tral presents special difficulties to be overcome in grouping the 
eastern carriers. The Pennsylvania has three urgent needs the 
satisfaction of which runs counter to the interests of the New 
York Central. In general, the Pennsylvania wishes to partici- 
pate under more favorable conditions in the traffic to and from 
the Great Lakes and in the shipments to and from the large 
and growing cities on Lake Erie from Buffalo to Toledo in- 
clusive. The Pennsylvania has a roundabout line from 
Buffalo to New York by way of Harrisburg and Trenton. It 
desires a direct line such as it would have if it acquired the 
Lehigh Valley. Moreover, the Pennsylvania reaches Toledo, 
Cleveland, and other cities on the south shore of Lake Erie 
by branches from its main line between Pittsburgh and 
Chicago. In order to participate in the traffic of the Great 
Lakes and the cities on Lake Erie under advantageous condi- 
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tions it needs a line along the south shore of Lake Erie—either 
a line of its own or, in lieu thereof, trackage rights on one of 
the existing roads paralleling Lake Erie. The third need of 
the Pennsylvania in connection with its traffic into the New 
York district is for additional tracks for a distance of about 
thirty miles. It would be difficult and extremely expensive 
to increase the tracks of its present line for thirty miles out of 
New York, and if the Pennsylvania can secure such a road as 
the Lehigh Valley the need for additional trackage into New 
York will be adequately met. These thirty miles impose the 
most definite limit upon the tonnage that may be handled by 
the Pennsylvania Railroad and upon the future development of 
its traffic, particularly that between the southeastern part of 
the United States and New York and New England. 

It is easy to see why the Pennsylvania is desirous of acquir- 
ing the Lehigh Valley and also of entering into the trade via the 
Great Lakes and lake ports under more favorable conditions. 
The New York Central will naturally endeavor to maintain its 
status quo. It will probably desire to share more largely than 
it now does in the traffic of the coal and iron industries center- 
ing about Pittsburgh, traffic that is most advantageously car- 
ried by the Pennsylvania system. On the whole, however, the 
Pennsylvania Railroad has more prospect of improving its sta- 
tus in working out a grouping of the eastern railroads than has 
the New York Central system. 

The Baltimore and Ohio and the Pennsylvania railroads 
have always been active competitors, but in order to be in a 
position to compete effectively with the Pennsylvania Railroad 
between Chicago and New York the Baltimore and Ohio needs 
a direct route from Pittsburgh to New York and needs to ac- 
quire the Reading Railway and the Central Railroad of New 
Jersey in order to reach the New York terminal district over 
its own tracks and to have necessary terminals in the New York 
area. It will run counter to the interest of the Pennsylvania 
Railroad to have the Baltimore and Ohio acquire the Reading 
and Jersey Central. Furthermore, the Baltimore and Ohio 
has included in its petition recently filed with the Interstate 
Commerce Commission the request for trackage rights for 
eighty-one miles in central Pennsylvania over the Pennsylvania 
road or alternatively over the Pennsylvania and New York 
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Central lines. This request is made in order to enable the 
Baltimore and Ohio, by means of the additional roads it hopes 
to acquire in the process of consolidation, to establish a direct 
line between Pittsburgh and New York City. 

Plans for the consolidation of the eastern trunk lines had to 
be revised a few years ago when the Van Sweringen brothers 
of Cleveland brought about the Nickel Plate consolidation and 
acquired a controlling interest in the Chesapeake and Ohio, 
the Pere Marquette and the Erie. It is admitted by every- 
body that one of the permanent future systems in the eastern 
trunk-line territory will be what was formerly called the Nickel 
Plate system, but which has now become the Chesapeake and 
Ohio system due to the fact that the Chesapeake and Ohio in 
February of this year filed a petition with the Interstate Com- 
merce Commission seeking its approval of the grouping 
of the roads controlled by the Van Sweringen brothers and 
the Nickel Plate interests. 

The New York Central is presumably not opposed to the 
Chesapeake and Ohio grouping and for the most part the 
Baltimore and Ohio’s interests have been harmonized with those 
of the Chesapeake and Ohio. There are, however, two rail- 
roads occupying a strategic position with reference to the east- 
ern trunk lines, and it will probably be necessary for the com- 
mission to decide what disposition shall be made of these roads. 
The Wheeling and Lake Erie connects the Pittsburgh district 
with the Lake Erie ports. The Van Sweringen brothers 
have requested approval of their purchase of the control of the 
Wheeling and Lake Erie, and the Baltimore and Ohio in its 
petition recently filed requests certain trackage rights over the 
Wheeling and Lake Erie. What the attitude of the Pennsyl- 
vania Railroad may be towards the acquisition of the Wheel- 
ing and Lake Erie by one of the trunk lines remains to be seen. 

The Baltimore and Ohio Railroad desires to acquire the 
Wabash system. The Pennsylvania Railroad would evidently 
prefer that this should not happen, as evidenced by the fact that 
the Pennsylvania has purchased a large minority of the stock 
of the Wabash. 

One ambitious railroad interest of minor importance is that 
of the Pittsburgh and West Virginia, controlled by Mr. F. E. 
Taplin and his brother, who are building a twenty-eight-mile 
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branch connecting their road with the Western Maryland at 
Connellsville, Pa. The Pittsburgh and West Virginia con- 
nects with the Wheeling and Lake Erie. Should the Pitts- 
burgh and West Virginia interests, under the leadership of the 
Taplins, acquire control of the Western Maryland and the 
Wheeling and Lake Erie, there will be a new system to recog- 
nize connecting Lake Erie ports and the Pittsburgh district 
with Baltimore. 

The foregoing is a statement of only a portion of the con- 
flicting interests which the trunk lines will have to adjust in 
order to bring about the consolidation of the railroads in the 
eastern territory. These conflicting interests can hardly be 
reconciled by negotiations of the trunk lines with each other. 
Such negotiations have been in progress for five years and thus 
far without success. It will apparently be necessary for each 
of the four proposed systems to file petitions with the Inter- 
state Commerce Commission setting forth such distribution of 
the individual railroads as the several petitioners desire. There 
will be conflicting claims which the Interstate Commerce Com- 
mission will have to adjust, and it will be necessary for the 
commission to decide as to the allocation of a number of the 
lines. 

The Baltimore and Ohio and the Chesapeake and Ohio 
railroads have taken the lead in bringing definitely before the 
Interstate Commerce Commission the task of deciding upon the 
consolidation of the railroads in the eastern territory. Each 
petitioner has enumerated the roads which it wishes to include 
within its system and has asked the commission whether it ap- 
proves of the proposed grouping. It requests the commission 
to designate what changes, if any, are deemed necessary in the 
proposed allocation of the several lines. The petitioners also 
offer to endeavor to acquire such connecting short lines as in 
the judgment of the commission should be included in the pro- 
posed consolidations. 

The probable result of the action taken by the Baltimore and 
Ohio and the Chesapeake and Ohio petitioners will be that the 
New York Central will file with the commission a petition set- 
ting forth the roads it desires to include in its future system. 
Ultimately the Pennsylvania Railroad will doubtless petition 
the commission for approval of such grouping as it desires. It 
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is probably a safe guess that the Pennsylvania’s petition will 
be the last one filed, but ultimately it will unquestionably be 
obliged to bring its wishes to the bar of the commission. It 
is not to be expected that the commission will act upon its own 
motion to force the eastern lines to consolidate into four groups 
or any other number of systems. The commission will quite 
certainly limit its actions to propositions put before it by the 
interested trunk lines. 
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THE PROGRESS OF UNIFICATION 


RICHARD WATERMAN 
Chamber of Commerce of the United States 


HE accompanying chart has been prepared for the pur- 
pose of showing that during the first hundred years 


of railroad development in the United States there 
has been substantial progress toward railroad consolidation as 
defined in the Transportation Act, 1920—that is, toward the 
creation of a limited number of strong competing systems that 
shall be, so far as practicable, equal in strength and in earning 
power. 

The chart is based on a statement made by President Rea 
of the Pennsylvania Railroad in 1923, when he appeared at 
the hearings on railroad consolidation before the Interstate 
Commerce Commission and said: “‘ About 22 recognized rail- 
road systems now earn nearly 85 per cent of the transportation 
revenues of the country.. . . In 1922, 84.7 per cent of the total 
operating revenue of Class 1 railways was earned on the Class 
1 roads embraced in the following systems. . . .” He then 
put into the record the list of systems that is used as a basis for 
this chart. 

Each of these twenty-two systems is composed of a number 
of Class 1 railroads that were formerly independent, but have 
now been brought under a unified policy of management 
through acquisition of financial control. A Class 1 road is 
one that earns more than $1,000,000 a year. There are in the 
United States 172 Class 1 roads. They earn 96 per cent of 
the gross revenues of all railroads. The twenty-two systems 
shown include eighty-one of these Class 1 roads. 

The tabular statements accompanying the chart present a 
comparison of miles of line, miles of track, property investment 
and gross earnings of each of these twenty-two systems, with 
the corresponding items for all Class 1 railroads. 

They show, for example, that the New York Central system, 
which includes six Class 1 railroads, has 11,784 miles of line, 
or 4.9 per cent of the total miles of line for all Class 1 railroads; 
27,796 miles of track, or 6.9 per cent of the total; a property 
investment of $2,148,000,000, or 8.5 per cent of the total; and 
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that in 1928 this system earned $601,000,000, or 9.8 per cent 
of the gross revenues of all Class 1 railroads. 

The table entitled “Systems and Class 1 Roads” gives the 
name and mileage of each Class I road that is included in 
one of the twenty-two systems. In order to compare the 
totals for the nine systems that operate in Eastern territory 
with the totals for all Class 1 roads in the United States, it 
is necessary to subtract the item for “other roads of Eastern 
District” from the “ total for Eastern District” in each column. 
Using this method we find that the nine systems in Eastern 
territory have 19.8 per cent of the total miles of line; 27.2 
per cent of the total miles of track; 37.1 per cent of the total 
property investment; and that in 1928 they earned 41.2 per 
cent of the gross revenues of all Class 1 roads. 

The three systems in Southern territory have 13.2 per cent 
of the total miles of line; 12.6 per cent of the total miles of 
track; 10.6 per cent of the total property investment; and in 
1928 they earned 10.9 per cent of the gross earnings of all 
Class 1 roads. 

The ten systems in Western territory have 46.3 per cent of 
the total miles of line; 39.9 per cent of the total miles of track; 
34.2 per cent of the total property investment; and in 1928 
they earned 32.4 per cent of the gross revenues of all Class 1 
roads. 

The figures given in this table and chart afford an oppor- 
tunity to show how different conditions in different parts of the 
country affect the growth and the unification of railroads. 
For example, three systems—the Pennsylvania-Norfolk and 
Western in the East, the Atlantic Coast Line-Louisville and 
Nashville in the South, and the Southern Pacific in the West— 
have about 13,500 miles of line apiece, but they differ greatly 
in miles of track, property investment and gross earnings per 
mile. 

The Pennsylvania-Norfolk and Western system serves a 
territory that has great density of population and a correspond- 
ing density of traffic. Therefore it requires a relatively large 
mileage of additional track, and expensive terminals in the 
large industrial centers through which it passes. The result is 
that on this system the number of miles of track is 139 per cent 
greater than miles of line, property investment is $219,799 per 
mile, and gross earnings are $59,873 per mile of line operated. 
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UNIFICATION OF RAILROADS 
A COMPARISON OF 22 SYSTEMS WITH ALL CLASS I RAILROADS—1928 
Miles | 
Name of System | of Property Gross 
| Track | Investment Revenue 

EASTERN DIsTRICT 
1. Delaware, Lackawanna & Western ..-.| 2,729! $313,870,379| $81,138,442 
2. Lehigh Valley 3.583, 272,937,948 71,935,071 
3- Reading—Central of New Jersey ....... 55542 619,452,526) 155,340,581 
ccc 6,342 583,191,240, 131,516,947 
5. Chesapeake & Ohio-Nickel Plate, etc.-.| 8,678 688,633,943, 198,502,924 
6. New Haven-Boston & Maine......... 10,528 798,377,296, 226,908,008 
Baltimore & Olio 11,149 1,006,842,606; 239,946,342 
8. New York Central ......-ccccceccee, 27,796 2,148,243,117, 601,014,186 
g. Pennsylvania—Norfolk & Western......| 32,234 2,968,166,020| 808,531,097 
Other roads of Eastern District ..... | 30,462 2,017,010,289| 470,749,900 


10. Illinois Central 


Total—Eastern District.......... 


SOUTHERN DISTRICT 


. Atlantic Coast Line-Louisville & Nash- | 


Other roads in Southern District.. | 


Total—Southern District......... 


WESTERN DISTRICT 
. Missouri, Kansas & Texas ..........-. 
. St. Louis—San Francisco 
. Chicago, Rock Island & Pacific ....... 


. Chicago & Northwestern ....-......-- 
. Chicago, Milwaukee, St. Paul & Pacific. 


. Atchison, Topeka & Santa Fe......... 


. Great Northern—Northern Pacific— 


Cc. B. & 
Other roads in Western District .. 


Total—Western District ......... 
Grand Total—United States...... 


| 139,043 $11,416,725,364 $2,985,583,498 


14,612| 825,101,453) 207,805,455 
| 15,120) 834,153,317) 2045425,315 
20,437; 1,001,877,984, 256,910,682 
11,362, 570,752,618 102,641,991 
61,531| $3,231,885,372, $771,783,443 
4,778, 296,004,604) 56,549,119 
7:459| 455,189,121; 85,380,851 
11,504 463,411,501 141,232,604 
13,404 616,917,885, 166,977,464 
15,547, $90,129,263, 219,243,108 
16,061) 647,641,364) 179,152,807 
16,839, 758,961,014 170,554,899 
19,615) 1,078,110,087 247,032,837 
20,253, 1,496,277,775, 289,100, 
39436] 1,969,900,734| 417,293,081 
1,992,483,184/ 373,837,953 


198,640 $10,665,026,532 $2,349,955,391 
399,214) 25,313,637,268) 6,104,322,332 
| 


Source: Reports of Bureau of Railway Economics. 


Prepared by the Transportation and Communication Department of the 
Chamber of Commerce of the United States to accompany chart showing 
Unification of Railroads, April, 1929. 
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The Atlantic Coast Line-Louisville and Nashville, with about 
the same mileage as the Pennsylvania, serves a territory that 
has less density of population and less density of traffic, and 
does not require so much additional track or as large and ex- 
pensive terminals. On this system the number of miles of 
track is only 53 per cent greater than miles of line, the property 
investment is $74,957 per mile, and gross earnings are $19,221 
per mile of line operated. 

The Southern Pacific system serves a territory that is in 
many places very sparsely inhabited, and the character of its 
traffic is different from that of either of the other roads. On 
this system the number of miles of track is 49 per cent greater 
than miles of line; property investment is $109,746 per mile, 
and gross earnings are $21,204 per mile of line operated. 

The Great Northern-Northern Pacific-Burlington system, 
with a mileage nearly twice as great as that of the Pennsyl- 
vania, is obliged to meet traffic and operating conditions that 
differ in many respects from those which obtain on the other 
three systems used in this comparison. On this system the 
‘number of miles of track is 48 per cent greater than miles of 
line, property investment is $74,179 per mile, and gross earn- 
ings are $15,714 per mile of line operated. 

Nevertheless, in spite of widely different conditions each 
of these four systems has achieved the position of a strong 
road—that is, each has a sound financial structure, and obtains 
annual net earnings that enable it to pay regular and satis- 
factory dividends. 

The chart shows that the Pennsylvania - Norfolk & Western 
System includes four Class 1 railroads; the Atlantic Coast 
Line-Louisville & Nashville, nine Class 1 roads; the Southern 
Pacific, two Class 1 roads; the Great Northern - Northern 
Pacific - Burlington, seven Class 1 roads; and so on for the 
other systems. In each instance these Class 1 roads have been 
brought under a unified policy of management through acquisi- 
tion of financial control. Complete unification of any one of 
these twenty-two systems can be accomplished only by merger 
or by consolidation of all of the roads within the system into 
a single corporation. 
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Systems AND Crass 1 Roaps 
Eastern District Miles of Line 
1. Delaware, Lackawanna & Western ................. 998 
3. Reading—Central of New Jersey 
4. Erie 
New Jersey & New York ................0.0005- 46 
New York, Susquehanna & Western .............. 133 
5. Chesapeake & Ohio—Nickel Plate 
mew worm, Ciicago & St. Lowis 1,601 
6. New Haven—Boston & Maine 
New York, New Haven & Hartford ............. 2,149 
New York, Ontario & Western .................. 569 
9. Baltimore & Ohio 
5,638 
Staten Island Rapid Transit ..................... 23 
8 New York Central 
New York Contral 6,906 
Cleveland, Cincinnati, Chicago & St. Louis ....... 2,397 
Evansville, Indianapolis & Terre Haute ........... 146 
11,783 
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9. Pennsylvania—Norfolk & Western 


10,488 
13,503 

All other roads in Eastern District ............... 16,989 


Total, Eastern District 


Southern District 


10. Illinois Central 


Yazoo & Mississippi Valley (included in Ill. Central) — 
11. Southern 

New Orleans & Northeastern ................... 204 

, Northern Alabama 110 
Cincinnati, New Orleans & Texas Pacific ........ 338 

12. Atlantic Coast Line—Louisville & Nashville 

Atlanta, Birmingham & Atlantic ................ 640 
Charleston & Western Carolina ................. 342 
309 
Louisville, Henderson & St. Louis ............... 199 
Nashville, Chattanooga & St. Louis .............. 1,260 
13,366 


49 


64,443 


40,090 


= 
All other roads in Southern District .............. 8,501 
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Western District 
13. Missouri, Kansas & Texas 


19. Chicago, Milwaukee, St. Paul & Pacific 
20. Atchison, Topeka & Santa Fe 


M. K. & T. of Texas 


14. St. Louis—San Francisco 


St. Louis & San Francisco 
Fort Worth & Rio Grande 


15. Chicago, Rock Island & Pacific 


Chicago, Rock Island & Pacific 
Chicago, Rock Island & Gulf 


16. Missouri Pacific 


New Orleans, Texas & Mexico .................. 
Beaumont, Sour Lake & Western 
International Great Northern ................... 
St. Louis, Brownsville & Mexico 
San Antonio, Uvalde & Gulf 


17. Union Pacific 


Los Angeles & Salt Lake 
Oregon—Washington R. R. & Navigation 
St. Joseph & Grand Island 


18, Chicago & North Western 


Chicago & North Western ................0eeeee. 
Chicago, St. Paul, Minneapolis & Omaha 


eee 


Atchison, Topeka & Santa Fe 
Gulf, Colorado & Santa Fe 
Pan Handle & Santa Fe 
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21 


2. 
5,263 
234 
St. Louis—San Francisco of Texas .............. 148 
| 
516 
Tot] 8,082 
7445 
153 
1,160 
617 
318 
3,732 
1,209 
2,539 
2,354 
258 
1,746 
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21. Southern Pacific 


22. Great Northern—Northern Pacific—C. B. & Q. 
Chicago, Burlington & Quincy ...............000. 9,375 
250 
All other roads in Western District ............... 24,241 


Grand total for the United States ............. 239,706 
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DISCUSSION * 


CHAIRMAN HINEs: I should like to close the session with 
two or three comments which have been suggested to me by 
the discussion which has taken place. I want to reiterate the 
importance of bearing in mind the distinction between the two 
sorts of rail combinations which are contemplated by the act. 
While we must all admit that no progress has been made in 
actual consolidation under the consolidation branch of the act, 
whereby railroads not now in the same system would be vested 
in a single corporation for legal ownership and operation, 
‘nevertheless, the other branch of the act is very important and 
is, after all, susceptible of independent application, and these 
unifications through control or lease have moved forward. 
Perhaps the very fact that consolidation has been delayed by 
the complexities of the problem may be regarded as a clear 
justification of the action of Congress in providing for this 
other means of railroad combination which has been going 
forward, and, I believe, in a constructive manner. 

When Professor Johnson was putting before you his very 
interesting account of the obstacles that arise in the East, it 
occurred to me that it is useful to bear in mind always that the 
commission has just one test to apply in those matters, and that 
is the test of the public interest. It may be that railroad A 
would object to some combination involving railroad B, be- 
cause that would enable railroad B to compete more effectively 
with railroad A and thereby put railroad A at some dis- 
advantage; but under the standards prescribed by the act the 
objection could enlist the attention of the commission only to the 
extent of deciding which of those situations would be more in 
the public interest. Would it be more in the public interest to 
protect railroad A from the increased competition which would 
arise from giving railroad B what it asks, or would it be more 


1 What follows is an abstract of the discussion at the close of the First 
Session, at which Messrs. Hines, Blair, Davis and Johnson had previously 
made the addresses printed in the preceding pages of this volume. Mr. 
Waterman’s contribution to the discussion is printed as a separate article, 
supra, p. 43. 
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in the public interest to give railroad B what it asks? So, the 
fact that there is this private difference of view between the 
different railroad systems is not conclusive, and the commission 
does not have to decide which of these private interests should 
prevail. 

As I view it, the alternative and separate plan of unification 
through stock control or ownership has enabled the railroads, 
under the very carefully safeguarded provisions of the Trans- 
portation Act, to resume the development of systems through 
a process of evolution which had gone on ever since railroading 
started, and had continued until arrested by the Supreme 
Court’s interpretation of the Anti-Trust Act. But this develop- 
ment can now proceed only as the Interstate Commerce Com- 
mission finds it to be in the public interest. Under these care- 
ful safeguards, the railroads may go a very long way toward 
reaching the ultimate design of the Transportation Act. 

What was done through the process of evolution prior to 
the passage of the Transportation Act has, of course, greatly 
simplified the problem. What was done in the cases brought 
to your attention, where the commission authorized stock 
control or lease, has done more to simplify this situation; and 
at the same time, in cases where the commission has put in its 
order a reservation to that effect, the commission is in a position 
to modify those arrangements if later it is necessary for 
general consolidation. While it is complex and tremendously 
difficult to make, at a given moment, a consolidation map for 
the country as a whole, the progress of these controls through 
stock ownership and lease may lessen the need for taking the 
much more difficult step of trying to deal with the situation for 
the country as a whole at a single time through a general 
plan of consolidation. That again, I think, illustrates the great 
wisdom of Congress in providing not merely the consolidation 
method, which necessarily promises to be especially difficult, 
but also this other more facile method of control through stock 
ownership or lease. 
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ADVANTAGES AND DISADVANTAGES 
OF CONSOLIDATION 


JOHN J. ESCH 
Former Commissioner, Interstate Commerce Commission, 1921-28; 
Former Member of Congress, 1899-1921 


( i, Anew moveneat or unification of rail carriers is not 
a new movement, but one that began in the middle of 
the last century. Prior to the Transportation Act of 

1920, this movement was controlled exclusively by the states 
except for limitations as to interstate carriers prescribed by the 
anti-trust acts. Some state constitutions and state statutes pro- 
hibited the consolidation of parallel and competing lines; 
others did not. There was little or no uniformity. Neverthe- 
less, great systems were established, main traffic centers were 
connected and numerous branch lines added. 

There has always existed a feeling of prejudice against con- 
solidations because of the fear of monopoly and a lessening 
of competition. Notwithstanding the regulation of rates, rules 
and practices by the federal and state commissions and our 
experiénce under federal control, this prejudice to some extent 
still exists. What is in the public interest and not sentiment 
should be the guide. 

The key thought running through the Transportation Act 
is the establishment of a national system of transportation for 
continental United States. One of the means to this end is to 
secure uniformity in the matter of consolidations through 
powers granted the Interstate Commerce Commission free from 
the limitations of state laws and of federal anti-trust acts. 
Consolidation, or the acquisition of control of one carrier by 
another through lease or the purchase of stock, was not made 
compulsory under the act, the process being permitted to de- 
velop under the guidance of the commission in a normal way. 

The act required the commission “to prepare and adopt a 
plan for the consolidation of the railway properties of conti- 
nental United States into a limited number of systems. In the 


division of such railways into such systems under such plan, 
[383] 
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competition shall be preserved as fully as possible, and wher- 
ever practicable the existing routes and channels of trade and 
commerce shall be maintained”. 

After elaborate hearings the commission recommended to 
Congress that because of the impracticability of preparing a 
complete plan it be relieved from the duty of its preparation 
and indicated the amendments to the act it deemed desirable. 
No amendatory legislation has as yet been enacted, although 
the Parker and Fess bills, favorably reported at the last Con- 
gress, seek to remedy certain defects in the existing law. As 
these bills will doubtless be reintroduced in the present Congress 
a discussion of the advantages and disadvantages of consolida- 
tion is timely and profitable. For the sake of brevity I shall 
discuss the subject assigned to me under the following heads: 
legislation, size, traffic, operation, economy, short and weak 
lines and financial credit. 


1. Legislation 


It is generally conceded that consolidation of carriers under 
federal regulation is desirable. Federal incorporation is not 
now provided for nor is it contemplated. Carriers operate 
under state charters and are subject to the laws of the states 
granting them and of the laws of the states where they are 
authorized to do business. Under the commerce clause of the 
constitution Congress can regulate them as to interstate and 
foreign traffic. At present consolidations can be effected under 
state laws as was done in the case of the Nickel Plate, whose 
securities, however, were passed upon by the commission. To 
establish a national system of transportation a single control 
is necessary to build up a harmonious structure. To the ex- 
tent necessary, state laws and constitutions and federal anti- 
trust laws must give way. 

Prevailing opinion favors voluntary as against compulsory 
consolidations, as they permit of a natural evolution and 
obviate the grave constitutional question of the exercise of the 
right of eminent domain by one public utility to secure the 
property of another public utility. 

To be in the public interest, legislation as to consolidation 
must further the unification of the hundreds of railroads, now 
separate entities, into a limited number of large systems, 
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regional or transcontinental in scope. In determining what 
is in the public interest the Parker and Fess bills provide that: 


The Commission shall give due consideration to the maintenance of 
competition by the carriers and the prevention of any undue lessening 
of existing competition, the preservation and improvement of the service 
afforded by the necessary weak or short lines, the promotion of 
economy, the affording of better service, the securing of a simplified 
and more effective regulation of carriers, the ultimate establishment of 
a number of strong and efficient systems, well balanced within them- 
selves and with other systems, and to such other factors as may be 
in the public interest. 


While providing for the application of the standards thus 
prescribed, these bills seek to remedy the defects in the Trans- 
portation Act of 1920, which made genuine consolidation im- 
possible because of the impracticability of formulating a com- 
plete plan, the delay in making valuations, the resort to the 
temporary expedient of acquisition of control through lease 
or purchase of stock, the possibility of prohibition of unifica- 
tion under state laws, and the failure to define the rights and 
remedies of dissenting stockholders. 

As to the disadvantages of consolidation resulting from ex- 
isting law or the proposed amendments thereto, it is asserted 
that to carry consolidations into effect it is or will be necessary 
ruthlessly to disregard the rights of the several states through 
whose charters the carriers now obtain their very existence. 
Some state constitutions and the statutes of most states pro- 
hibit the consolidation or merger of parallel or competing 
lines. In Texas a corporation is not permitted to operate out- 
side the state. These limitations may now be ignored by 
federal authority. The artificial creatures of the state, while 
retaining the powers granted by the state, are allowed “to 
accept greater and additional powers from the federal govern- 
ment though thereby the corporation may violate the laws of 
its creation”. 

It is further objected that to carry out plans of consolidation 
the carrier may be relieved of the operation of the anti-trust 
laws in the discretion of the commission. This makes of car- 
riers an exempted class and allows an agency of the govern- 
ment “to indiscriminately and at will set aside not only the 
specific law, but all restraints and prohibitions of any law or 
laws of the United States.” 
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If voluntary consolidation fails, the alternatives are com- 
pulsory consolidation or government ownership. 


2. Size 


An inevitable result of consolidation is an increase in the 
size of systems. They must not be so large as to become un- 
wieldy and incapable of efficient management and operation. 
They must not be so small as to make competition in traffic and 
service difficult or impossible with larger competitive systems. 
No arbitrary limit can be fixed. The territory to be covered, 
its traffic density, terminals reached, prospective tonnage, and 
the earning capacity of constituent parts are some of the factors 
to be considered. The test is not size alone, but ability to earn 
an adequate net railway income. This depends upon having 
the territory sufficiently large to secure a diversified traffic “to 
stand the shock of local business disturbances ”’. 

By the British Amalgamation Act of 1921 one hundred and 
twenty carriers were formed into four great systems, each 
occupying a separate territory. The largest of these has a 
route mileage of 8,000 miles—less than that of a dozen systems 
in the United States. Two of the largest systems in the world 
are the Canadian Pacific with about 20,000 miles and the 
Canadian National with about 22,000 miles, each under a 
single head. These are ably and efficiently managed and are 
in fact transcontinental in scope. By way of analogy the 
government is now aiding the states in building important 
trunk highways from coast to coast and from north to south 
with the assurance that such extended highways will knit the 
country together and facilitate traffic. In any plan so far 
proposed it is not contemplated to exceed much, if any, these 
Canadian systems. If Sir Henry Thornton, who gained his 
railroad experience in the United States, can successfully 
manage and operate 22,000 miles of road, we certainly have 
the talent here to do likewise. Harriman, the railroad wizard 
of his time, planned a transcontinental system in connection 
with the Union and Southern Pacific. Great systems require 
great leaders of outstanding executive ability. 

The disadvantages of great systems lie in the fear that the 
greater the system the greater their potential monopoly. The 
lines of such a system stretched out from great trade centers 
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in all directions are, in the public mind, like the tentacles of an 
octopus grasping all within reach. Big business seeks to be- 
come bigger business to the disadvantage of the smaller unit, 
be it man or corporation. There is a point where bigness 
ceases to beget efficiency or economy. The larger the system 
the larger the personnel and the fewer the contacts between 
management and employees. The railroad cannot keep offi- 
cials and employees under one roof. The latter are out on the 
road hundreds and even thousands of miles from central 
authority. Under these conditions the more far-flung the lines 
the more difficult it is to maintain loyalty and the proper 
esprit de corps. Although it is hoped that the recent Media- 
tion Act will prevent strikes, should it fail to do so in a given 
instance, the larger the system the more widespread would 
be the disturbance. 


3. Traffic 

Consolidations to be successful must consist of systems so 
extensive, so self-contained, so diversified as to traffic, as to 
withstand the financial losses of widespread storms, droughts, 
insect pests, strikes and like disasters, so that scarcity in one 
part of the system may be made good by abundance in an- 
other. Each system should have an ample fuel supply along 
its lines and its proper share in the haulage of the output of 
factory, field and mine. Large and competitive centers and 
leading ports should be reached. These conditions can only 
be met by unifying many independent separately controlled 
corporations into a single entity for ownership and operation. 
In this connection natural routes and channels of trade con- 
stitute the lines of least resistance. Easier operation and 
better service will result. With large systems there will be 
greater facility of routing traffic over other lines. This will 
shorten the time in transit, lessen the number of transfer 
points and may result in lower rates. Fewer tariffs would 
have to be filed and there would be fewer defendants in rate 
and other cases. 

As a disadvantage of large systems from the standpoint of 
traffic it is asserted that where only a few large systems com- 
pete for the output of our natural resources, farms and 


factories, there would be much less competition than where 
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many separate roads strive for the traffic. The creation of a 
few large systems might seriously affect the present trends of 
traffic and leave as mere way stations inland cities of size and 
importance. Cities as large as Kansas City and Omaha have 
already expressed fears to this effect. 


4. Operation 


As to the advantages of consolidation in the matter of 
operation, ex-Secretary Fisher states: “‘ Consolidations should 
begin with the terminals”. Our large and congested ter- 
minals are the throats of the bottle of freight and passenger 
movement. Joint terminals owned and operated by the car- 
riers using the same, either directly or through a separate cor- 
poration, and the construction of belt lines, are suggested as 
suitable steps to avoid congestion and to speed up traffic. 
Larger use of trucks and container cars, particularly within 
switching districts, will also aid. 

As already stated, large systems built up on the natural 
flow of traffic will result in better service and easier opera- 
tion. They will make possible the lengthening of operating 
divisions, better loading, less switching and transfer at junc- 
tion points, less back-hauling due to more direct routing and 
fewer empty hauls due to a well balanced traffic. They can 
better keep cars on their own rails, thus insuring better and 
more permanent repairs. They can consolidate shops, stand- 
ardize their equipment, make a better utilization thereof and 
maintain a larger reserve of cars and locomotives. In many 
instances where they have two lines between important points, 
they can use one for passenger and fast freight service and the 
other for local and slow-moving freight or route traffic on the 
line of easier grade. By reaching most of the large traffic 
centers in their respective territories, they can intensify com- 
petition and build up many instead of a few communities, thus 
aiding shippers by extending their markets. They can stand 
competition better than small roads and systems because of this 
wider distribution which has a strong traffic appeal and be- 
cause of their better organization. They can make important 
improvements requiring large capital expenditure, such as the 
Lucine Cut-off, under-river tunnels, big bridges, all expediting 
movement. 
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Many of the above advantages in the matter of operation are 
generally conceded. However, with systems ranging from 
7,500 to 25,000 miles in length the condition of labor must be 
taken into account. The dismemberment of a road or its uni- 
fication with a large system destroys preéxisting relationships. 
The old attachment is lost and a new loyalty must, if it be 
possible, be established. The larger the system the more 
difficult it is to create that esprit de corps which makes for 
efficient codperation. While railroad labor organizations are 
now countrywide, their members know their own roads; they 
have been reared upon the right of way; they know the people 
they serve; they have acquaintance and contact with many of 
their superior officers including their president; they together 
constitute a real family. Enrolled with 100,000 and more 
other employees, under even the best of executive officers— 
whom they rarely, if ever, see and more rarely come to know— 
can they give the same devoted service as the few hundreds 
on the smaller roads? The human element cannot be over- 
looked. Should labor troubles arise, the smaller the road or 
system the less the disturbance in operation and the more 
localized the situation. 


5. Economies 


It is claimed that the economies made possible through con- 
solidations largely justify them; that if the systems, limited in 
number, are well balanced with diversified and dependable 
trafic not dependent upon the condition of a single industry, 
continuity of revenue will be assured. Rate wars, which in the 
past have proved disastrous to the public, are infrequent now 
that the commission has the minimum rate-making power and 
pooling of traffic and revenues are under its supervision. The 
fewer the systems and the greater their equality of earning 
power, the less danger there will be of diminution of revenues 
due to rate cuts. With many small roads eager to secure 
needed revenue, there is a great temptation to get it by radical 
reduction in rates. With 1,900 roads operated by about 1,000 
corporations the difficulty of stabilizing the rate and revenue 
structure is apparent. 

Among the economies which would follow consolidations 
the following may be mentioned: The fewer the corporate en- 
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tities the fewer the executives and general officers and staffs, 
making for a lower overhead. With fewer and more simplified 
tariffs and with fewer carriers to account with there would be 
a material reduction in the clerical, operating and accounting 
departments. A more economical use of equipment would be 
possible. Cost of advertising and solicitation could be re- 
duced. With the purchasing power in one agency, backed by 
greater credit, the cost of material and supplies, including 
fuel, would be lessened and discounts for cash secured. With 
fewer roads or systems there would in all litigated matters be 
fewer defendants and hence less expense; moreover, the work 
of regulatory bodies would be less onerous and expensive and 
decisions would be expedited. There would be an elimination 
of wasteful transportation. Passenger and freight trains 
could be discontinued in some instances. Solid train loads of 
given commodities could be operated at lower ton-mile cost. 
More direct in lieu of circuitous routes could be established. 
Time saved in transit would spell increased net to the carrier 
while giving increased satisfaction to the shippers. 

President Powell of the Chicago and Eastern Illinois de- 
clared that: 


consolidations will tend to produce economies because most of the traffic 
troubles today arise between connecting lines, especially since the pas- 
sage of the Elkins Act. The consolidation of connecting lines from coast 
to coast and from the Canadian border to the Gulf will eliminate two- 
thirds of such disputes and substantially reduce the clerical work in 
traffic, operating and accounting departments. 


Finally, strengthening the credit of a few great systems, 
equalized as far as may be as to earning capacity, will make 
possible larger additions and betterments required in the 
public interest. 

In opposition to the’claim for economies set forth, it may 
be stated that they are as yet more a matter of promise than 
of fulfillment; that they are uncertain and must be discounted 
because of the extra cost which consolidation may necessitate. 
Upon the passage of the British Amalgamation Act, Sir Eric 
Geddes prophesied that economies made possible thereby would 
in six or seven years amount to between $100,000,000 and 
$125,000,000 per annum. Up to two years ago only a fraction 
of this sum had been realized. 
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It has been found here as elsewhere that consolidations are 
not a panacea for financial, operating or traffic ills; that they 
“would create as many problems of management as they would 
solve”; that reduction of general supervision cost would con- 
stitute but a small fraction of the total costs; that competitive 
duplication of service between main terminals would not be 
affected (this latter condition can now be met in a measure by 
the pooling of traffic and revenues under the supervision of 
the commission under the Transportation Act); that traffic 
solicitation would not cease; that while the number of execu- 
tives would be reduced, the number of supervisory or regional 
officials would have to be increased; that while there could be 
savings in management and operation as already set forth, 
these would be offset in a large measure by the increased cost 
in bringing the weak parts of the system up to the standard of 
maintenance and service of the main line and by the necessity 
of paying the employees of the same system the same standard 
of wages, and this too where the traffic over the weak part is 
not sufficient to compensate for service now being rendered. 

It is the general hope that as a result of economies effected 
through consolidation rates may be reduced without a reduc- 
tion of the net revenues. Some executives assert that the 
limit of reductions in operating expenditures has about been 
reached. If so, it is questioned whether the economies of con- 
solidation, offset in a measure as they will be, will not weaken 
instead of strengthening the systems’ credit with carriers not 
now earning 534 per cent. 

With the present most efficient operation the country has 
ever known, why consolidate? 


6. Short and Weak Lines 


One of the difficult and most serious problems connected 
with consolidation is: What disposition is to be made of the 
short and weak lines? They cannot be disposed of by aban- 
donment. If they could be recapitalized to a basis commen- 
surate with their actual value they would be more readily 
absorbed. They should not be dealt with on a basis of nuisance 
value. As they make up over 20,000 miles of our total mileage 
and serve many communities, they must be fully and fairly 
considered. 
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One of the purposes of the Transportation Act was to take 
care of weak lines to the end that a national system of trans- 
portation might be effected, strengthening the weak, but not 
unduly weakening the strong. The commission in recent de- 
cisions has clearly indicated that, as a condition precedent to 
the grant of a certificate of convenience and necessity, the 
applicant carrier must give due consideration to the acquisition 
of short or weak lines connecting with it in the territory it 
covers, the terms and conditions, if not voluntarily agreed 
upon, to be determined by the commission. 

All weak lines are not short, nor are all short lines weak. 
Some long lines are weak as a result of consolidations in 
earlier years. They were too ambitious, taking on too much 
territory, and have been unable since to improve their lines or 
strategic position. Some run counter to the trend of traffic in 
highly competitive territory, or their routes for through traffic 
are too circuitous. Some lines are weak because their facilities 
are poor due to low traffic density, or their traffic density is 
low due to poor facilities. Many short lines are weak because 
the natural resources they were built to transport have become 
exhausted. 

Mr. Burgess, counsel for the Burlington, states that, “A 
common cause of weakness is the dependence of many short 
lines upon their connections, which are also competitive, to 
principal originating and exchange points”. The above 
serious condition of many weak and short lines has in a 
measure already been given some relief by acquisition of 
their control under paragraph 2, section 5, of the Transporta- 
tion Act by the larger connecting trunk lines. Provisions of 
the Fess and Parker bills will, under their plan of unification, 
afford still greater relief. 

The disadvantage of consolidation as related to the weak 
and short lines lies in the fact that many will not be included 
in the large systems or if included will not be granted favor- 
able terms. Performing a needed service and acting as 
feeders to the trunk lines, they seek for the right to exist. 
Even strong roads cannot thrive on traffic which originates and 
terminates on their own rails. They must depend upon their 
connections. Much more is this true of short lines. 

Another alleged disadvantage is that large systems are to a 
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certain extent dominated by powerful financial groups whose 
main concern is the revenue-earning capacity of the system. 
They would not, under a plan of voluntary consolidation, have 
much, if any, sympathy for the weak lines whose absorption 
would dilute the earnings. For more complete relief, there- 
fore, legislation not now enacted nor contemplated may be 
necessary. 

Under voluntary consolidations, moreover, only those weak 
or short lines would be taken in which because of their loca- 
tion, potential traffic, easier operation or other reason, would 
make for the best administration, operation and net revenue. 
This would be taking the cream, leaving the residue without 
any just or proper disposition. 

Consolidations of weak or short lines into large systems 
would require their revaluation and recapitalization, which 
would present great difficulties. 

Some short lines are strong in traffic and revenues and wish 
to remain independent. Should they be compelled to lose their 
identity by being merged into a large system? Some weak 
roads by the discovery of natural resources or an increase in 
agricultural products in the territory they serve may next year 


become strong. They should be permitted to work out their 
own destiny. 


7. Financial Credit 


The main and essential purpose of the Transportation Act 
and of its proposed amendments is the establishment of better 
financial credit for the consolidated systems. Such credit will 
permit the sale of bonds at lower interest rates and allow 
larger issues of stock. The commission now has control over 
the financial set-up in consolidation matters. All issues of 
stocks, bonds and certificates are given the closest scrutiny. 
Over-issues are denied. Greater stabilization of carrier 
capitalization will follow. The confidence of the purchasing 
public will be increased. Better credit will permit greater 
expenditures and additions and betterments in the public in- 
terest. 

It is conceded that consolidations may increase financial 
credit, but size has its limitations. In the industrial world 
many examples can be cited where great aggregations of plants 
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and capital have brought not greater profits, but failure. Great 
railroad systems may be made top-heavy as a result of a too 
ambitious program. Expected earnings may not be realized. 
Credit may be weakened and bankruptcy ensue. 

Great systems require large amounts of capital. Such 
capital under recent and present conditions is secured through 
large banking houses or groups which determine in a large 
way the financial set-up without fullest regard to problems of 
operation. Consolidations encourage speculation. Small roads 
are family affairs, financed and controlled locally by those 
personally interested and acquainted with all the conditions 
affecting the roads’ finances, traffic and operation. Initiative 
is not lost and the incentive to improve the service continues. 

Under the authority granted the commission to fix the 
reasonable divisions of joint rates, fares and charges, the short 
and weak lines have in many cases been aided in securing in- 
creases in their revenues. 

In addition to the advantages already presented one can 
be claimed against which there ought to be little or no opposi- 
tion. Under the tremendous pressure of war needs in 1917 
the country found that the 1,900 carriers in the United States 
could not meet the situation under individual operation. There 
were too many conflicting interests, too much divided counsel. 
By order of the president they were put under federal control 
and operated by him through the director general as a single 
national system of transportation. Whatever criticism there 
was as to this action, no other plan could have successfully 
carried us through the war. 

In anticipation of such another crisis it would greatly sim- 
plify the situation and lessen the difficulties and possibly render 
future federal control unnecesary if all the carriers of the 
country were consolidated into a limited number of large 
systems with the responsibility of control centralized in a few 


hands. 


I have sketched briefly and inadequately some of the ad- 
vantages and disadvantages of consolidations. I wish to con- 
clude by an expression of my own view. I believe now, as I 
did when the Transportation Act was in the making, that the 
consolidation of the carriers of the United States into a con- 
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tinental system is not only desirable, but necessary, if govern- 
ment ownership and operation are to be avoided; that such 
consolidation should be voluntary and not compulsory; that 
the limited number of systems to be created should be suf- 
ficiently large and of relatively equal financial strength and 
earning capacity so that there will be no undue lessening of 
existing competition; that each system should be of such size 
and location as to enable it to reach the main traffic centers 
and production areas within its influence; that each should 
have such a diversified and dependable traffic as to assure the 
stability of its revenue notwithstanding local depressions due 
to droughts, floods or other disasters ; that each should have an 
ample fuel supply along its rails or within its territory; that 
each should have a capitalization based on valuation which 
would establish and maintain its credit and permit financing 
its requirements largely through the sale of stocks instead of 
bonds; that each system should take care of the short or weak 
lines connecting with and properly allocatable to it; that each 
should enjoy such rates, fares and charges as are just and 
reasonable and commensurate with the maintenance of an 
adequate system of transportation. 
[395] 


INTEREST OF SHIPPERS AND FARMERS 
IN RAILROAD CONSOLIDATION 


HONORABLE JAMES S. PARKER 
Member of Congress, 29th District, New York 


1. Consolidation not a New Thing 


HE term “railroad consolidation”, like many other 
popular phrases, has both a popular and a technical 
meaning. In the popular sense, railroad consolida- 
tion is any form of unification where the result is a centraliza- 
tion of control over different operating units formerly inde- 
pendent and the introduction of uniform policies, practices and 
operations. In a more technical sense, railroad consolidation 
proper means that a single corporation, whether new or old, 
owns as well as operates the railroad properties involved. 
Railroad consolidation, in all interpretations of the term, is 
not a new thing. We are all aware that practically all the 
great systems which are now in operation are the result of 
some form of unification. In fact, this process of combining 
different lines of railroads has been a continuing factor from 
the early years of railroad development. 
One of the first laws enacted by the federal Congress which 
might be termed a railroad unification law was passed in 1866. 
This law said, among other things, that: 


Every railroad company of the United States . . . is hereby author- 
ized to carry ... all passengers ... freight and property on their 
way from any state to another state . . . and to connect with the roads 


of other states, so as to form continuous lines for the transportation of 
the same to the place of destination. 


No one will question the statement, I feel sure, that the 
early unifications of carriers, whereby local roads were joined 
together to make the great through systems from trade center 
to trade center with unity of operation and equipment, were of 
tremendous benefit to the shippers of the country. I feel sure 
also that no one today believes that these small local properties 
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should be separated from the systems to which they have. been 
joined or that such an effort would be in the public interest. 

Railroad consolidations were progressing rapidly up to the 
point where they were stopped by the Sherman Anti-Trust 
Law and the Clayton Act. I shall not stop to discuss the 
reasons for such legislative action. Its justification is gen- 
erally conceded. Nor shall I pause to discuss facts as to the 
change in the public attitude toward the question of railroad 
consolidations as expressed in the Transportation Act of 1920. 
My purpose in calling attention to these facts is to show that 
it was a legislative act and not an economic principle that in- 
terfered with the progress of railroad consolidations. I only 
add that it does not seem reasonable to believe that the full 
benefits of unification of railroad property were attained when 
legislative action practically froze the situation. 

Furthermore, it would seem reasonable to believe that the 
railroads, like other kinds of business, should be permitted to 
seek that size and type of organization which will enable them 
to serve the public best. Railroad management ought to be 
allowed such freedom as is necessary, under proper regulation 
and supervision, to realize economies of operation and better- 
ment of service through such consolidation as will enable them 
to operate on the most effective basis. 


2. Why I Support Legislative Action for 
Voluntary Consolidations 


It is with the belief that the public should have adequate 
and efficient transportation service at the lowest possible rates 
and that one means to this end may be found in railroad con- 
solidation, that I have given my support to this movement in 
Congress. It is on this basis that I have introduced into the 
House a measure now generally known as the Parker-Fess Bill. 

The public has the right to demand of Congress that it 
establish a system of regulation which will give each com- 
munity the transportation service upon which its life, its growth 
and its development depend. We havea system of regulation. 
Unless that system is made more effective, however, we shall be 
confronted with a demand for greater governmental aid and 
ultimately government ownership. It is my opinion, and I 
am confident that it is the opinion of a large majority of the 
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people of this country, that private operation of our trans- 
portation agencies under public regulation should be con- 
tinued as the permanent policy of our government. 

It is not supposed that consolidation will afford a panacea 
for all the ailments of our present system. I am confident, 
however, that voluntary consolidations will mark a decided 
step forward toward the ultimate satisfactory solution of our 
transportation problem. It is because of such a firm belief 
that I have lent my support to legislative action for voluntary 
consolidation. 


3. What May Be Expected from Voluntary Consolidations 


I shall leave it for others to discuss the practical and legal 
reasons why further legislative action with respect to railroad 
consolidation is required. Mere reference will be made to the 
fact that the last two presidents of the United States urged 
legislative action to permit and encourage railroad consolida- 
tion for the benefit of the people, to the fact that the Inter- 
state Commerce Commission for several years has urged Con- 
gress to relieve them from the making of a comprehensive plan 
for consolidation, and to the fact that the Association of Rail- 
way Executives, the American Short Line Railroad Associa- 
tion, the National Industrial Traffic League, the Chamber of 
Commerce of the United States and the National Association 
of State Commissioners have likewise indorsed legislative 
action of this character. 

I turn my attention to the question of what may be expected 
to be gained from railroad consolidation. 

Protection of Public Interest. The foundation of every im- 
portant piece of federal legislation should be the promotion 
of the public interest. In this matter of legislative action for 
voluntary railroad consolidation the protection of the public 
interest is paramount. Consolidations should not be permitted 
solely for the sake of consolidating. Authority should not be 
given merely to satisfy the desire of human nature to attain 
gigantic size. On the contrary, consolidations should be 
authorized when, and only when, they are in the public in- 
terest. This means that the public will not be deprived of any 
of the advantages which it now possesses but that it will be 
assured of benefits as a result of such consolidation. 
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Thus, the first paragraph of Section 202 in the Consolidation 
Bill which was before Congress at its last session declared: 


The unification of carriers or of property of carriers, through any 
method of procedure provided for in this title, is hereby authorized in 
any case in which, in the opinion of the Commission, such unification 
will promote the public interest. 


The public interest, then, being the guide for consolidation 
of railroads, it will be of interest to see what is proposed as the 
test of public interest. The same section of the bill to which 
I referred above continues as follows: 


In determining the public interest the commission shall give due 
consideration to the maintenance of competition between carriers and 
the prevention of any undue lessening of existing competition, the pre- 
servation and improvement of the service afforded by the necessary 
weak or short lines, the promotion of economy, the affording of better 
service, the securing of a simplified and more effective regulation of 
carriers, the ultimate establishment of a number of strong and efficient 
systems well balanced within themselves and with other systems, and 
to such other facts as may be in the public interest. 


It will be observed from this section of the bill that the 


tests as to whether or not a proposed consolidation will be in 
the public interest are: 


1. The maintenance of competition between carriers. 

. The preservation and improvement of service, especially by the 
necessary weak or short lines. 

3. The promotion of economy. 

4. The affording of better service. 

5. Simplified and more effective regulation. 

6. The establishment of strong and efficient systems well balanced 
within themselves and with other systems. 


te 


There is then left to the discretion of the commission considera- 
tion of such other factors as may be in the public interest. 
I propose to touch briefly upon all these points for the pur- 
pose of showing particularly why the shippers and farmers of 
the country should be interested in this matter of railroad 
consolidation. 

Competition to be maintained. It is not intended by any 
proposed legislation to eliminate competition between the car- 
riers. On the contrary, competition is to be maintained. 
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Obviously, however, consolidation of railway properties on 
any considerable scale can not take place and still retain 
absolutely existing competition. The aim is that there must be 
competition after unification if there is competition before the 
unification. Competition between two strong carriers after a 
unification, it is believed, would prove much more effective 
than existing competition between a strong and a weak car- 
rier. The public interest, therefore, will be materially pro- 
moted if in such case existing competition is replaced by effec- 
tive competition between carriers of substantially the same 
strength. 

Proposed provision is made for any undue lessening of 
competition, but it is only undue lessening that the commission 
must prevent, on the ground that if the public interest un- 
questionably requires some lessening of existing competition 
such lessening will not be “undue”. Such competition as in- 
volves unnecessary and wasteful duplication and thus increases 
costs may be considered detrimental to public interest and, 
therefore, may well be eliminated. The real advantage to the 
public of substantial competition, it is believed, can be gained 
only through unification resulting in competitive systems of 
approximately equivalent earning power, financial strength 
and efficiency. 

Preservation of necessary short lines. There are carriers 
in different parts of the country rendering a necessary service 
to the communities along their lines, yet for one reason or 
another not able alone to afford adequate transportation 
service. Some of these are short lines which are unequal in the 
competitive field to their financially strong rivals. These are 
generally referred to as the “ weak ” or short lines. 

It is proposed that the commission be required to give due 
consideration to the preservation and improvement of the 
service afforded by this group of carriers. In fact, this is to 
be one of the tests of public interest. 

The weak line problem is undoubtedly one of the most 
serious problems now confronting us. A large number of 
weak or short lines must continue to be operated in order that 
all communities may be afforded transportation service. Con- 
tinued abandonments will produce disastrous results to those 
communities which have developed in reliance upon the con- 
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tinued operation of such lines. While it is not expected that 
unifications will remove entirely the weak line problem, it may 
be considered a certainty that a very substantial percentage of 
the weak lines by becoming parts of strong and efficient systems 
will not only be preserved but will have their service sub- 
stantially improved. 

Promotion of economy. Another test of public interest in 
which shippers and farmers are vitally interested is the pro- 
motion of economy in operation by the rail carriers. The 
evidence that has been collected through hearings before Con- 
gressional committees is convincing that real economy will 
come from unifications. 

While there does exist much difference of opinion as to the 
effect, in dollars and cents, of the economies in operation that 
will be realized, past experience shows beyond a doubt that in 
addition to superior service the shipping public will be benefited 
by resulting economies of operation. The detailed sources of 
economies should be discussed by practical railroad men. It 
is obvious, however, that large systems can make more eco- 
nomical use of their equipment because of the fact that a small 
toad does not have sufficient traffic or sufficiently diversified 
traffic to make the most effective use of all the equipment re- 
quired to handle peak loads and of the different types of cars 
fequired to handle different commodities. It is likewise 
obvious that as a result of unification there will be more direct 
routing of traffic and less back-hauling of freight, that direct 
lines will be available for commodities demanding fast service, 
that the cost of switching will be reduced to a minimum, that 
methods and equipment and practices will be standardized, 
that a substantial and forceful purchasing power will be con- 
centrated in one agency and that shops and equipment will 
be utilized to the maximum extent. 

Unification will result in the strengthening of credit facili- 
ties. In consequence, there will be economies effected through 
additions and betterments, through better equipment and 
through improved roadbeds. 

I want to goa step further. The price that the carrier pays 
for the money that he borrows is reflected in the rates that the 
shippers, be they farmers or manufacturers, pay. The public, 
the shipping public, is just as much interested in the rate that 
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a railroad company has to pay for the money it borrows as the 
railroad company itself, because in the final analysis the public 
furnishes all the money to pay the interest and to run the road, 

In all of these results, the shippers of manufactured goods, 
of raw materials, and of farm products are directly interested, 
It is essential for the producer of perishable products—requir- 
ing adequate facilities promptly at the time these commodities 
are ready for shipment, requiring dependable, fast schedules 
direct to consuming markets—to be assured that such service 
will always be available, that switching and transfers will be 
reduced to a minimum and that his commodities will be de- 
livered at the consuming markets in the shortest possible time 
and in the best possible condition. 

The late Senator Cummins, who was greatly interested in 
the question of consolidation, estimated “that the savings from 
proposed consolidation would be in dollars and cents from 
three hundred to five hundred million dollars annually.” In 
one of the proposed mergers now pending before the Inter- 
state Commerce Commission, evidence was introduced to prove 
that the aggregate annual savings through economies would be 
at least ten million dollars a year. How accurate these figures 
may be I do not know, but I am convinced that there will be 
substantial savings through economies of operation and im- 
portant savings to the shippers and farmers of the country from 
resulting improvement in the service. 

Better service. As has been indicated before, the unifica- 
tions of past years have admittedly resulted in a better service 
from a continuous operation over longer lines than was afforded 
by operation over a series of short lines. Such opportunity 
for improving transportation service will again be offered by 
further consolidation. An extensive system of railroads is in 
a far better position to make direct and fast shipments than 
would be a number of independent shorter lines. Such a 
system would always have a sufficient number of cars of the 
proper type available to meet the shippers’ demands. It would 
be able to give regular, adequate and satisfactory service. 
There would be a larger number of solid trains to and from 
large trade centers and important gateways. The operation 
at terminals in large centers would be greatly simplified. 
Junction points would be reduced. Transfers would be elimi- 
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nated. As a very important consequence, the failure of a crop 
or the depression of a single industry would not affect so 
severely the revenues of a large system as it would the revenues 
of a smaller system whose service was very largely confined to 
the areas directly affected by such failure or depression. 

Even if no substantial economies in operation resulted from 
unification the vast opportunity for improvement in service 
would justify the support by shippers and farmers of the 
movement to secure the consolidation of the carriers under 
proper supervision and safeguards. 

Simplified and more effective regulation. At present there 
are about 1,900 railroad owning companies. The facilities are 
operated by about 1,000 separate companies, each of which has 
its own individual problems before the state commissions and 
the Interstate Commerce Commission, and these commissions 
must give consideration to each of them. 

It would seem obvious that there could be a more effective 
regulation of the carriers if the number of owning and operat- 
ing companies were reduced. For example, no system of 
tate-making today can be based upon the condition of an in- 
dividual railroad. Rather it must be based upon the condition 
of the railroads as a whole within a given competitive terri- 
tory. So long as the units of our transportation system are so 
greatly lacking in uniformity as at present, it is obvious that 
no uniform result can be obtained. To emphasize this point 
I wish to call attention to the fact that 172 of the Class 1 rail- 
roads earned 96 per cent of the total of all the revenue earned 
by all the railroads in this country. This leaves 800 railroad 
companies with an income of but 4 per cent of the total. 

Here, again, extended unification offers the only means other 
than absolute government ownership by which railroad units 
of a substantially uniform character may be created. It is well 
known that public regulation under existing conditions is ex- 
tremely difficult. The complexities of regulation are con- 
stantly increasing. If we can not make it more effective, effi- 
cient and fair, it may be that public regulation will fail. If 
it fails, the continuation of private ownership will become 
impossible. 

Here again is a question in which the interests of the ship- 
pers and the farmers are vitally involved. It is assumed that 

[403] 


78 RAILROAD CONSOLIDATION [Vo.. XIII 


they desire to see a continuation of private ownership and 
operation of our rail carriers. It is certain that they desire 
the most effective, efficient and fair regulation that is possible, 

Strong, efficient and well-balanced systems. The aim of 
railroad unification is the establishment of a limited number 
of systems which can render and which will continue to render 
the public adequate service at rates which are reasonable to 
the shipper and which will yield the carriers a fair return upon 
the fair value of their railway properties. Such systems must 
be strong and efficient and well balanced within themselves 
and with other systems. 

By a “strong” carrier is meant one that is able to obtain 
the necessary funds for additions and betterments and equip- 
ment at the lowest possible cost. It is one whose financial 
standing is unquestioned. 

By an “efficient” system is meant a system neither so large 
as to be unwieldly or unmanageable nor so small as not to be 
able to secure such economies as may be derived from large 
scale operation. It is a system that can make the best possible 
use of its rolling stock, yards and terminals, so as to avoid 
congestion on the one hand and idle facilities on the other. 
In short, it is a system that will be in a position to meet the 
transportation demands made upon it at the lowest possible 
cost. 

A system well balanced within itself is one large enough to 
justify the necessary operating overhead costs, such as the 
employment of the most efficient operating officials, traffic offi- 
cials, supervisors, etc.; one where the different functions of 
management may be so separated as to secure adequate and 
effective attention without becoming top-heavy; one that 
reaches such points as will give it a reasonable opportunity to 
originate well diversified traffic so that depression in a single 
industry will not too greatly affect its total traffic. 

A system well balanced with respect to other systems is one 
fully able to give service comparable to that afforded by its 
competitors and one able to hold its own with other systems 
serving the same territory. 

There is perhaps no more important factor in the welfare 
of shippers and farmers than the competition in transportation 
service of such strong, efficient and well balanced railroad 
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systems serving all sections of the country. If our theory of 
regulation is sound, namely, that rates on competitive com- 
modities over competing rail lines must necessarily be uniform 
and that competition must be shifted to service, the proposed 
unifications of carriers resulting in such systems as I have de- 
scribed will bring the best possible service on the basis of just 
and reasonable rates. 


The backbone of our transportation system today is the rail 
carrier. Congress has adopted the policy of preserving and 
sustaining in full vigor this service. But the rail carriers are 
faced with difficult and complex problems. Divided as they 
are to-day into such a great number of units, with such great 
variety of conditions and such a lack of uniformity in their 
financial, traffic and operating aspects, it would seem natural 
to believe that most of the fundamental problems facing the 
rail carriers could be met, or at least greatly simplified, through 
the process of unification. 

If this is true, then the shippers and farmers of the country 
would unquestionably be greatly benefited by any such Con- 
gressional action as would promote railroad unifications under 
careful supervision and adequate safeguards. 

It is because I have a firm belief that these important bene- 
fits will result from proper rail unification, because of my firm 
belief in the desirability of continued private ownership and 
operation of our rail carriers, that I have been willing to sup- 
port in the public interest the movement for railroad unifica- 
tion. 
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CONSOLIDATION FROM THE RAILROAD 
EMPLOYEES’ VIEWPOINT 


W. N. DOAK 


Editor and Manager, The Railroad Trainman; National Legislative 
Representative, Brotherhood of Railroad Trainmen 


AILROAD consolidation presents many intricate eco- 
R nomic problems. As none of the tentative plans of 
consolidation so far proposed has made specific pro- 
vision for the protection of the rights or interests of the railway 
employees, and in the absence of knowledge as to how they 
would be treated, it is most difficult, if not impossible at this 
time, to expect the railroad labor bodies as a whole to view 
railroad consolidation with enthusiasm until they know more 
definitely what will be the results when consolidation takes 
place. I prefer, therefore, to approach this subject more from 
a personal viewpoint, by attempting to point out some of the 
difficulties which may confront any form of consolidation, 
rather than to propose or indorse any plan of consolidation. 
The claim of the advocates of consolidation is substantially 
that the predominant advantage of consolidation is a general 
codrdinated system of transportation, which preserves competi- 
tion of service among the consolidated lines. This advantage 
comprises the requirement of maximum accommodations to 
the territory which the competing systems are to serve. If 
properly approached, this objective, in my judgment, can be 
accomplished far more advantageously under private owner- 
ship and management, with public regulation, than by public 
ownership or public operation. No plan for government own- 
ership or operation of which I have knowledge seems desira- 
ble. On this phase of the railroad problem there are differ- 
ences of opinion, and it may be that at some future time an 
experiment in government ownership or operation will be 
undertaken. Such an experiment appears most remote. It is 
quite probable, however, if those interested approach the 
objective of consolidation of existing agencies of transportation 
in the proper spirit and at the proper time, with due regard 
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for all interests, including labor, that such an event may 
materialize at some time in the distant future. 

The greatest obstacle standing in the way of unification into 
large competing systems is difficulty of arranging these systems 
in such a manner that they will satisfactorily absorb the weaker 
branch and feeder lines. Competition of service, generally, 
must be preserved; it is beneficial to our transportation struc- 
ture. 

Branch and short lines usually furnish the essential trans- 
portation facilities for the communities they connect. To 
leave these lines and the communities they serve out of the 
general plan of consolidation would be a serious mistake. 
These feeder lines should, and in fact must, be given considera- 
tion in any general plan if we are to be assured of success. 
These lines in their present position may not be dividend 
payers, as separate units, because of existing circumstances of 
management and operation. Nevertheless, in the general 
transportation system of the country they must be considered 
as highly important agencies for the carriage of goods. 

From an employee’s standpoint the short line question is 
one of our most serious problems. The employees of such 
lines are competent. They contribute their share in the hand- 
ling of passengers and freight. They are entitled to fair 
wages and good working conditions to the same extent as 
those employed on the larger lines. Under the separate unit 
method of operation now existing, the managements are gen- 
erally confronted with improper returns on investment. Like- 
wise, the men are, in many cases, deprived of adequate wages. 
Usually less trouble is experienced in adjusting properly the 
wages and working conditions on the large lines than on the 
small ones. 

It has been thought by many, and honestly so, that the re- 
capture clause in the Transportation Act was a great forward 
step economically. It may have its good features; at least, 
the theory upon which it was built had a ring of plausibility. 
But really, has it gone very far in solving our transportation 
problem? Has the operation of the recapture theory actually 
permitted a resultant reduction of rates? Has it contributed 
anything toward a stabilized rate structure, or are there hopes 
that it ever will? Is it making the weak lines any stronger? 
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Is there one among us who would advocate the application of 
this principle to individuals or to business concerns other than 
transportation agencies? I do not think so. 

The recapture clause may be progressive, if it is progres- 
sive to take from the strong and lend to the weak. It seems to 
me that charity is not what we are seeking. To my mind, com- 
mon justice is the prime essential. I believe it better to have 
an inclusive plan of unification, comprising provisions whereby 
the weak railroads would be coédrdinated with the stronger 
systems. This plan must necessarily be complemented by a 
rate structure which would remove any need of charity. 
Should we not view the question in its broadest aspects and 
approach it from the standpoint of the general transportation 
system rather than attempt to deal with the separate units as 
particular problems? 

I realize that hed anyone advanced such a theory prior to 
the period of federal control, before we had the benefit of that 
and subsequent experiments, his patriotism, if not his sanity, 
might have been questioned. The old adage, however, still 
seems to hold good: “Live and learn.”’ If we progress, we 
shall have to change opinions to meet the changed and chang- 
ing conditions of mankind. No greater example can be found 
anywhere than that of our own experiment in government in 
the United States. 

In consummating to the fullest extent a plan whereby the 
large systems of railway in a given territory would be required 
to take over the feeder or small lines in a section, we may be 
confronted with numerous legal as well as other obstacles. I 
believe, however, that public sentiment is rapidly crystallizing 
in the direction of economic unifications. 

I do not doubt, also, that labor will give serious considera- 
tion to this problem, if given an opportunity to do so, and if 
given assurances that the rights and interests of railroad em- 
ployees will be safeguarded. It seems, however, that common 
justice demands that the rights of the employees be considered 
as seriously as any other factor entering into the railroad con- 
solidation problem. 

Railroad labor has the gravest possible apprehension about 
the full protection of employees’ rights to employment when 
consolidations take place. In fact, the brotherhoods are more 
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seriously alarmed about this particular question than almost 
any other involved in the problem. For example, the Brother- 
hood of Railroad Trainmen in convention assembled re- 
affirmed the position previously taken by the board of direc- 
tors of that organization, whose views had been presented to 
the committee of Congress during consideration of a former 
consolidation plan: ‘‘ That in the consideration of plans for 
the consolidation of railroads, the carriers ought to be consoli- 
dated in such manner as will safeguard to the greatest extent 
the seniority, contractual and other rights of the employees on 
the properties.” 

Labor, of course, will have to insist that the rights of the 
employees be fully protected. It is proper and only just that 
this position should be taken. It could never be conceded that, 
simply because a property passed from the ownership or opera- 
tion of one person, firm or corporation to another, the men 
employed on such absorbed property should be displaced by 
employees on the property absorbing the line or lines. This 
is not an insurmountable problem by any means, but it is 
one which must be given full consideration, because it will 
have, either directly or indirectly, a serious effect upon nearly 
two million employees and their families. The procedure 
usually followed in mergers of properties is to preserve the 
contractual, seniority and other rights of employees on the 
merged properties. They may be expected to insist strenu- 
ously upon the preservation of all their rights enjoyed on the 
respective parent properties when mergers and consolidations 
take place. 

Losses of employment, removal of homes and other probable 
consequences of consolidating facilities for the purpose of 
effecting economies in the production of service may result in 
serious and perhaps needless injury to railroad employees. 
Therefore, any plan of consolidation which does not fully take 
into consideration these probable resulting injuries will un- 
doubtedly meet with the opposition of railroad employees. 

After all, one cannot escape the fact that improved trans- 
portation facilities are the chief needs and most vital assets 
of the nation. While the general codrdination of our com- 
bined agencies of transportation is not a part of the subject 
under discussion at this time, yet it is a factor with which we 
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will shortly have to deal. I am quite sure that the railway 
employees may’ be depended upon to meet this phase of our 
transportation problem, when it is reached, in a broad-minded 
way. 

Attention will undoubtedly have to be given to joint rail, 
water, air and highway traffic arrangements in keeping with 
the general development of transportation. Some progress 
has been made in the direction of unification of rail, air and 
highway service and it seems not improbable that water trans- 
portation as well will have to be included with the others. At 
least, regulation would be simplified and less confusion would 
ensue under a codrdinated plan. When that time comes the 
wise course to pursue is to approach the question with the same 
breadth of vision now required in dealing with railroad con- 
solidation. Some existing laws may have to be repealed and 
the public attitude perhaps changed. But if we really are 
sincere in our claims for a great codrdinated system of trans- 
portation, we must view it from the standpoint of what is in 
the interest of the general welfare. If our railways and their 
efficient corps of employees have proved the most successful of 
any known agencies in the handling of commerce, it is only 
reasonable to assume that they may be relied upon, with equal 
assurance of success, to assist in working out a plan whereby 
there can be operated rail, water, air and highway systems 
under unified direction. 

One must realize when such a plan is proposed that opposi- 
tion will develop. It has in the past in other endeavors. When 
the general problem of unification is approached from the 
broad standpoint of giving the country transportation of the 
most efficient character, a sound, codrdinated structure and ser- 
vice adequate to the economic requirements of distribution, 
both foreign and domestic, opposition perhaps will fail. Such 
considerations must comprehend protection of investment, in- 
come, rates, service and labor. We must face the problem 
with an open mind, which can be done only when all factors 
and agencies are considered. 

American labor now as in the past may be depended upon to 
do its share in assisting in this development. Railroad em- 
ployees are even now facing a serious economic situation in the 
matter of employment. They, in common with others who 
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must depend upon salaries or wages for a livelihood, will con- 
tinue to help find a solution to the problem of change of em- 
ployment, if given an opportunity. None desires to stop pro- 
gress or to take any step which will militate against our gen- 
eral prosperity. These men, as must be realized by all, are 
approaching a crisis when so many of them are being displaced 
yearly. Means must be found’by which they can follow the 
business which is being diverted into other channels, or they 
must be prepared for entry into other fields of employment. 

A serious mistake will be made if railroad employees are not 
permitted, as far as possible, to enter the service of the new 
agencies of transportation which are now rapidly springing into 
use. At least, those who can qualify for this new service 
should be permitted todo so. It is not common justice, in such 
situations, to take men from other walks of life and place them 
in the transportation service, forcing the transportation men 
out of employment or compelling them to seek employment 
elsewhere. 

Then, too, a liberalization of policy should be followed with 
regard to men going from one railroad to another. I do not 
wish to be understood, in this connection, to be advocating 
a return to the old-fashioned “ boomer” or “ tourist” policy, 
where men would leave the service of one railroad to enter 
another as a pastime or for the purpose of seeing the country; 
but I mean that those who are displaced by the introduction 
of larger power and other changes should be permitted to 
go to other points where their services may be utilized or to go 
into the service of transportation systems other than rail, with 
preference for employment over new men outside the trans- 
portation field. 

In other words, let us join hands with the general public, of 
which railway labor and their families represent approxi- 
mately nine per cent, in helping to find employment for those 
who accepted railroading as a calling in life. Let us remem- 
ber that these men have done a splendid job in helping to 
build up these transportation systems. They undoubtedly may 
be depended upon to do a first-class job in further perfecting 
and codrdinating our future greater transportation systems 
regardless of what methods may be employed in transporting 
passengers and freight. Give them the opportunity to stay in 

[411] 


86 RAILROAD CONSOLIDATION [Vo.. XIII 


the transportation service, in preference to employing new 
men. 

In the spring of 1923 the railway executives of the United 
States determined upon what they termed a comprehensive, 
concerted and united program, the objective of which was to 
have the right car at the right place at the right time. In 
that same year efforts were begun towards bringing the public 
more into the daily operation of our transportation systems, by 
the organization of shippers’ regional advisory boards. Ap- 
proximately three-fourths of a billion dollars within one year, 
to be supplied annually running over a period of years, was 
made available for railway investment. The railroad em- 
ployees met this situation by increased efficiency and produc- 
tion. The public codperated, as has been stated, by the ap- 
pointment of regional advisory boards, which have done most 
splendid work by assisting the carriers to have the right car 
at the right place at the right time. Consequently, with the 
lapse of approximately six years, a wonderful showing has 
been made, which exemplifies what may be accomplished by 
proper codperation and coérdination of activities. Car-loading 
has been increased, trains handled with promptness and dis- 
patch, and better service provided. 

The same spirit of codrdination and codperation should be 
given in the matter of railroad consolidation. 

To give you briefly the contribution made by the railroad 
employees to this program of rehabilitation of the transporta- 
tion systems of the country, the following facts are presented: 

Between 1913 and 1928 the index of traffic units handled 
per employee rose over forty per cent. Approximately half 
of this increased efficiency occurred during the last eight years 
of the period. In other words, between 1920 and 1928 the 
amount of work accomplished per employee grew one-sixth. 
During the same period, since 1920, the ton-miles of revenue 
freight carried on our Class 1 systems rose from 410,306,- 
000,000 to 432,985,000,000 ton-miles, while the tonnage of 
revenue freight originating grew from 1,255,000,000 to over 
1,286,000,000. The number of employees on Class 1 railways 
in 1920 totaled 2,022,832; in 1928 we find this increased ton- 
nage handled by only 1,656,289 employees. This shows an 
increase of 12,681,000,000 ton-miles of revenue freight carried 
with a decrease of 356,543 employees. 
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Another striking fact is the decrease of labor costs. The 
compensation of the employees on our Class 1 railways in 
1920 was over $3,681,800,000. In 1928, despite the great in- 
crease in freight movement shown above, the compensation was 
less than $2,818,750,000, or a total reduction of over $863,000,- 
000 in labor cost, or more than twenty-three per cent. 

Let us dissect these figures a bit further: the total number of 
transportation employees in 1920 was 355,579. In that year 
these employees received a total compensation of more than 
$861,717,000. In 1928 we find that the transportation em- 
ployees on our Class 1 systems had been reduced to 310,817 
and their total compensation reduced also to less than $763,- 
690,000—which means a reduction of more than seven per cent 
in the number of transportation employees and more than 
eleven per cent in their total compensation. 

So, this index of work accomplished by the employees is 
strikingly significant. Just consider that with their increased 
productivity between 1920 and 1928, with their relative as well 
as actual decreased compensation during the same period, 
there has been a greater amount of work done for the carriers, 
with fewer men and smaller wages. This is not only a worthy 
contribution made by the railway employees to the railway 
management; it is a public service not soon to be forgotten. 

Since 1920 railway employee productivity has increased 
over one-sixth. Furthermore, at no time since the war have our 
transportation systems begun to approximate so closely the 
maximum return permitted under our Transportation Act. 
Faith in our transportation structure was completely expressed 
by our railway executives. This faith was further expressed 
by the whole-hearted public codperation of the thirteen ship- 
pers’ regional boards. It was splendidly exemplified by the 
marvelous increase in efficiency and codperation on the part 
of the employees. Consequently, in considering consolida- 
tions this record will undoubtedly be reviewed and in all prob- 
ability will be used as an argument both for and against the 
necessity of any plan proposed. 

In this great intricate problem of consolidation these three 
factors must at all times be uppermost in our minds. No sys- 
tem of consolidation should be considered which would in any 
way mitigate against the further results that these three factors 
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alone may be able to accomplish in fostering transportation. 
They are the prime essentials to the upkeep and to the up- 
building of our general transportation structure. Let me 
again repeat that public codperation first, finance and manage- 
ment second, and whole-hearted employee coéperation and effi- 
ciency third, are the prime essentials in any transportation 
structure. 

My experience in nearly thirty years of close association with 
railway officers and employees, including more than twenty 
years in a representative capacity, leads me to the conclusion 
that no other group in our national life gives more nearly per- 
fect service than the railroad men. No other group in any 
capacity in any part of the world can better their record for 
efficiency and codrdinated activities. 

Try as we may, it is difficult to separate management and 
employees in the railroad industry. Therefore you will find 
that the viewpoints of the men and of the management are 
usually more completely in accord on all of the questions 
which generally affect the railways of the country than is 
the case in other industries. This policy should not be varied 
in the consideration of railroad consolidation. The employees 
should by all means be called into council in its consideration. 
The reason is plain, because their interests have been in com- 
mon for so long and most of the officers have come up 
through the ranks and understand the problems of employees 
from personal experience. Then, too, from the lowest em- 
ployee to the highest official they are taught that the first con- 
sideration of each is to serve the patrons of the company and to 
give efficient service to the transportation business in which 
they are engaged. All understand from the moment of their 
entry into the service that faithfulness to duty is the prime 
essential, if they would remain in the service, and that if they 
do their duty they will be protected in their employment. 

Why should not the same spirit prevail now as in the past? 
You may expect the codperation of the employees in solving 
this or any other problem which may arise and which has as its 
object the betterment of our transportation service, if they are 
only given an opportunity to codperate, but their interest should 
in no manner be disregarded. Investment, management and 
employees, jointly, should do their full share in the matter of 
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railway consolidation if there is a real need for such a plan. 
On the other hand, each is entitled to full justice at the hands 
of the public that each so efficiently and faithfully serves. 

I am advised that the railway labor executives are giving 
most careful consideration of the problem of consolidation and 
will in the near future be in a position to give their views con- 
cretely. Until such a program is completed and announced, it 
would be only a conjecture as to what form of consolidation, 
if any, will be favored. It is safe to predict, however, that the 
problem will be viewed in the broadest sense but with a stren- 
uous insistence that the railroad employees are an important 
factor in transportation development and as such should have 
proper consideration in the final decision. 

Finally, may I not impress upon you that it is the firm con- 
viction of the railroad employees that their welfare and the 
welfare of their families must be dealt with properly, and their 
interests protected, in any plan of consolidation, not only from 
an economic standpoint but from the viewpoint of humanity 
and justice to a class who are contributing their full share to- 
ward the advancement of our great civilization and prosperity. 
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Washington, D. C. 


term “short line’, when applied to a part of our 


railroads, is not only very indefinite as to its meaning, 
but in fact it is a misnomer, and hence results in much 
confusion. 

Among the great number of steam railroads in this country, 
there are approximately 700 which compose the class usually 
referred to as “short lines”. Notwithstanding that large 
number of roads, they are frequently spoken of with derision, 
even by persons who should know, if they do not, that they 
constitute a very substantial part of our railway facilities and 
render services that are necessary, very necessary, in our trans- 
portation system. 

The importance of this class of roads, located as they are 
in every section of the United States, is clearly indicated, if 
not demonstrated, by the fact that they own, and / oper- 
ate aS a minimum, approximately 50,000 miles of track. 
Senator Cummins, than whom there was no greater authority 
on the subject, advised Congress that this class of roads 
operated at least 70,000 miles of track. 

It would seem to be a simple proposition to classify these 
roads on a mileage basis, and that is usually done by persons 
who are not familiar with the facts and conditions. The 
mileage of a road of and by itself cannot be used as a basis 
for classification, notwithstanding the attempts of Congress, 
of the Interstate Commerce Commission and of other official 
bodies so to use it. As an illustration of the impracticability 
of such a standard, I shall name two roads, both of which are 
surrounded by conditions that definitely place them within the 
so-called “short line” class: one, the South Manchester Rail- 
road in Connecticut, has two miles of track, whereas the other, 
an extreme case, the Kansas City, Mexico and Orient, recently 
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acquired by the Atchison, Topeka and Santa Fe, has 735 miles 
of track in the United States. 

During the last few years I have had the responsibility of 
speaking officially, in a general way, for this class of roads and 
have been called upon by the Interstate Commerce Commission, 
and by one or more committees of Congress, to give a defini- 
tion of a ‘“‘short line”. Responding, I have stated that the 
term ‘‘short line” means a railroad that is “short in mileage 
or short in revenue or short in both.” That definition when 
given was, in each instance, received and treated as facetious, 
hence it became necessary to demonstrate that I was not only 
serious, but sound in my answer. As an example, I called at- 
tention to the fact that if mileage is to be the only measure or 
standard of a “short line’’, such roads as the Richmond, Fred- 
ericksburg and Potomac with its 114 miles, Atlanta and West 
Point with its 91 miles and Western Railway of Alabama with 
its 130 miles, would be classed as “short lines”, although 
they have all the elements of, and are, trunk lines in fact. 

On the other hand, if mileage alone is not the determining 
factor and the want of adequate revenue is also given con- 
sideration, such roads as the Georgia and Florida with its 402 
miles, Missouri and North Arkansas with its 335 miles and, as 
heretofore stated, the extreme case of the Kansas City, Mexico 
and Orient, together with many others similarly situated, fall 
within the “short line” class. The fact is that special ad- 
verse conditions surrounding these roads and a large number 
of others, caused largely by their shortage in revenue, differ- 
entiate them from main or trunk roads and leave them in the 
“short line”’ class. 

To obtain a clear understanding of the consolidation ques- 
tion for the purpose of this discussion, one should divide the 
roads of the country into two classes—one the “strong” 
and the other the “weak.” If they are so separated it becomes 
at once apparent that the weak roads are vitally interested, 
more so than the strong, in consolidation of all into a limited 
number of systems. 

During the extended discussion of the consolidation problem 
in Congress, before its committees, before the Interstate Com- 
merce Commission, in the public press and other forums, much 
has been said about the injustice of requiring the well con- 
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ceived, well planned and well operated systems to acquire and 
include the weak roads. That contention has very little, if 
any, merit. It not only ignores the great public interest in 
preserving the large mileage operated by the weak roads and 
the valuable transportation services which they render, but is 
largely fallacious for the reason that it gives undue credit to 
the strong roads, especially in assuming most of them to have 
been well conceived and planned as systems. The facts are 
that only about a half-dozen of the existing systems can by 
any stretch of the imagination be said to have been conceived 
and constructed as such. The great majority of the existing 
systems were not originally conceived as such, but like Topsy 
they just “ grow’d.” Practically all of them are made up of 
roads that were originally constructed as separate and inde- 
pendent so-called short lines, the great majority of which 
could not be successfully continued as such. Most of these 
were either forced through bankruptcy or acquired largely on 
that basis, and merged or consolidated with other like proper- 
ties, thereby becoming not only component parts of the so- 
called system, but, in the aggregate, the system itself. 

More than six thousand such separate and independent 
pioneer roads of the so-called short line class have been con- 
solidated into and now constitute the great majority of exist- 
ing systems. These roads when constructed were intended to 
develop and serve limited territories just as the great majority 
of like roads now in existence were intended to do. A very 
large percentage of such roads failed financially for the reason 
that operating alone they could not obtain necessary revenue. 
Like the proverbial single stick, they were easily broken stand- 
ing alone, but gained strength as and when combined and con- 
solidated. They now stand out in all o* their combined 
strength, and vociferously claim that they were well conceived 
and well planned, and that hence they must be permitted to 
take only such additional roads as they may want, leaving all 
others to shift for themselves, regardless of the disadvantage 
thus inflicted upon the remaining roads, and of the further fact 
that the public will thereby be deprived of transportation 
facilities which it needs. 

With a view to proving my statement that the great ma- 
jority of our systems are composite ones, I give the following 
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illustrations, and they are indicative of others. The Pennsyl- 
vania system is one of our strongest. It has acquired and in- 
cluded more than 600 independently constructed and operated 
pioneer roads, few if any of which were conceived or con- 
structed for the purpose of becoming a part of that system. 
The New York Central, another of our strongest systems, has 
absorbed and included in its system more than 400 of a like 
class of roads. The Baltimore and Ohio, another one of the 
strong carriers in the Eastern territory, may be classed as a 
system that was conceived and planned, if that can be cor- 
rectly said of any system in the East, and yet it has acquired 
and merged into itself more than 250 separately constructed 
and operated roads. Like conditions exist in all sections of the 
country, and I do not deem it necessary to name or enumerate 
the number of such roads that constitute the various existing 
systems. 

Prior to the enactment of the Transportation Act in 1920, 
public policy, speaking generally, was opposed to the consoli- 
dation or merging of railroads; but notwithstanding opposition, 
the creation of systems out of the 6,000 weak or so-called short 
lines proceeded and resulted in making some roads very strong 
and, through their thus enhanced power, deprived others of an 
equal opportunity and thereby forced or accentuated their 
weakness. The problem thus created became so serious that 
Congress reversed the long-standing governmental policy 
against mergers, and authorized the creation of a limited num- 
ber of well balanced consolidated systems, into which it in- 
tended that all roads should be merged. In that way it was 
intended that the strong should absorb the weak, and thus 
not only effectively remove the problem of the weak, but mate- 
tially increase the transportation facilities and service to the 
public. 

Senator Albert B. Cummins, when discussing his proposed 
bill for consolidation of railway properties before the Senate 
Committee on Interstate Commerce on January 13, 1925, spoke 
as follows: 


There was one great concern, when we formulated the Transporta- 
tion Act, to take care of the short lines and to keep them running in 
the service of the people. That is the object of consolidation, and I 
think it is the one thing that will determine whether we are to have 
public or private ownership. 
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Again on January 21, 1926, with reference to the pending 


bill which he had prepared, Senator Cummins submitted a 
statement from which I quote the following: 


Mr. Chairman and gentlemen of the committee, I think there is in 
the public mind some misapprehension with regard to the chief purposes 
of this bill, that is to say, S. 1870. It is a bill to facilitate further the 
consolidation of the railways of the United States into comparatively 
few systems. Many people seem to assume that the chief object to be 
accomplished by the consolidation proposed is to lessen the cost of 
maintenance and operation. While I believe there would be very 
substantial economies effected through proper consolidation, economies 
which have been estimated all the way from $100,000,000 per year to 
$300,000,000 per year, yet these economies, desirable of course as they 
are, do not furnish the impelling reasons for consolidation. 

It is my opinion, Mr. Chairman, formed after years of intensive study, 
that our railroads can not as a whole be operated and maintained under 
private ownership upon rates as low as ought to prevail without con- 
solidation. 

Before calling attention to the provisions of the bill under con- 
sideration it is worth while to have clearly in our minds a general idea 
of the railway properties of the United States. In my description I 
will use round numbers for the sake of brevity. 

We have 265,000 miles of single main-track railway. We have 
149,000 miles of second, third, fourth, side, passing, terminal and 
switching tracks, or an aggregate of 414,000 miles of all tracks. ... 

Over these tracks and through these facilities there moves every year 
a little more than one-half of the rail traffic of the whole world. And 
in extent our system comprises more than one-third, nearly one-half, 
of all the railway transportation facilities of the world. 

These railway transportation facilities are owned and operated by 
more than 900 separate, independen* railway corporations. 

More than 80 per cent of the traffic which moves in the United 
States is what we term competitive traffic. And the significance of this 
fact lies in this, that the rates employed by the two or more railroads 
accessible to the shipper from the point of origin to the point of destina- 
tion must be the same, no matter what it costs the railroad to move it. 

I will not pause now to submit the proof of the statement I am about 
to make. It is contained, Mr. Chairman, partially in the tables to which 
I have referred a moment ago, supplemented by the tables that I will 
introduce, bringing the statistics of this subject down to date. But 
it can easily be demonstrated by evidence that will not be disputed by 
anybody, that taking an average of three years past—and with a single 
exception these have been the best years the railroads have ever known 
from the point of volume of traffic—companies owning more than 60,000 
miles of main-track railway have earned from less than nothing to less 
than 3 per cent upon the lowest estimate of the value of the property that 
could be attached to it under any rule of valuation. 
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I venture to say that a railroad which can not earn 4 per cent upon a 
proper valuation will not permanently survive. It is unthinkable, of 
course, that any such proportion of our transportation facilities shall 
be abandoned. The people who have invested their money in these 
railroads could lose it, if need be, without greatly destroying their 
comfort, but the people who are served by these roads must continue 
to be served or we would be met with a calamity overwhelming in its 
proportions. If competitive rates were increased so that these roads 
could survive the aggregate freight and passenger bill of the people of 
the United States would be intolerably advanced. 

The object of consolidation, therefore, is to keep these roads running 
without giving to the more fortunate railway properties excessive in- 
comes. And I desire to remark here that I am not primarily interested 
in the capital which has been invested in these unprosperous railroads. 
I would not willingly do any injustice to that capital, but no matter 
what happens to the capital, the railroads must be kept in operation, and 
not only in operation, but in efficient operation. 

It is well known, I think, that in order to keep the railroads of the 
United States in fairly efficient condition for operation there must be 
expended each year, not for maintenance and operation, but on capital 
account for additions, betterments, and extensions somewhere from 
$750,000,000 to $1,000,000,000. There is but one way that a railroad 
has to secure this additional capital—I might say two ways. It must 
either borrow it upon its obligations or it must find some one who is 
willing to take its capital stock for an advancement of capital. 

Nothing could be more fatal to the industries of the United States 
than a failure on the part of our railroads to keep pace with the growth 
of industry. Possibly you have not looked at it from exactly that 
standpoint, but I want you to look at it from this point of view. The 
facilities or capacity of our railroads for transportation absolutely 
measure and limit our capacity for production. Unless the various 
products of industry can be moved with reasonable promptitude from 
the places of production to the places of use or consumption it goes 
without saying that these products will not be long continued. Our 
transportation system, therefore, must be commensurate and adequate 
for the growing needs of a great people, the greatest people on the face 
of the earth from that point of view. 

In my judgment there is but one alternative for consolidation. 
Obviously it is Government ownership and Government operation. It 
is simply unthinkable that these 65,000 or 70,000 miles of railway shall 
discontinue the service which they are now rendering to people who are 
depending upon that service, and if we reach that unfortunate stage in 
our railway regulation and railway development there will be but one 
thing to do, and that, obviously, is the acquisition by the Government of 


these railways and their continued operation at whatever cost may 
follow. 
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One railroad company has no inherent or fundamental right 
to acquire the control of another like company. That right, 
when it exists, is derived from legislation. The existing 
federal right is conferred in the Transportation Act, and is 
limited in several respects. Notwithstanding the fact that 
Congress authorized the consolidation of all the roads into a 
limited number of well balanced competitive systems, for the 
special purpose of having the weak roads included, thus elim- 
inating that most difficult problem, most of the applications to 
the Interstate Commerce Commission for authority to merge 
have ignored that all-important object, and two of the most 
important applicants now before the Commission, the New 
York Central and the Great Northern Pacific, are fighting to 
obtain authority to merge the strong roads they desire, and at 
the same time are fighting just as strongly to defeat the very 
object that Congress had in view when it authorized consoli- 
dations. 

Two very important applications asking authority to create 
systems in accord with the objects Congress had in view have 
recently been filed with the Interstate Commerce Commission. 
I refer to those filed by the Chesapeake and Ohio and the 
Baltimore and Ohio. The Chesapeake and Ohio officials, recog- 
nizing the obligation imposed by the law to include the short 
and weak roads, have made an agreement with the American 
Short Line Railroad Association to acquire and include in their 
proposed system every so-called short line that connects only 
with any one of the stronger roads which they desire to in- 
clude. In addition, they have agreed to acquire each and 
every short or weak road that connects with any part of their 
proposed system, and also connects with one or more other 
systems, if and when the Interstate Commerce Commission 
shall allocate any such road tothem. The agreement provides 
that in the event of failure to agree with the owner as to 
the price to be paid for any of the roads to be thus acquired, 
the owner may, at his option, have the sale value determined 
by the Interstate Commerce Commission, or by arbitration 
under the laws of the respective state, or by agreement which 
will include such provisions of the federal arbitration acts 
as may be appropriate and proper. The Baltimore and Ohio 
has, since filing its application, made a like agreement with my 
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Association, with respect to acquiring and including that class 
of roads, and will at an agreed time amend its application ac- 
cordingly. These two roads have now recognized that Con- 
gress intended, when authorizing consolidation, completely to 
remove the weak road problem, and are the first to fully and 
willingly comply with the law by arranging to include all of 
that class or kind of roads. They have set an example for all 
future applicants, and we hope to see the commission establish 
precedents in these two cases that will govern in all future 
cases. 

The interest of the public in the traffic and transportation 
services of the “weak” roads is great, and as Senator Cum- 
mins said in the statement quoted from him, “ it is unthink- 
able that these 65,000 to 70,000 miles of railway shall dis- 
continue the service which they are now rendering to the peo- 
ple who are dependent upon that service.” There are several 
million people living and dependent upon our weak roads, but 
that is not all. A careful examination of traffic statistics shows 
that these weak roads originate from 20 to 23 per cent of all 
traffic handled by our rail carriers. 

This all-important fact does not appear on the face of the 
returns, but it is true nevertheless. The ton-mile is the basis 
on which such statistics are usually set up, and a simple illus- 
tration will serve to show how the ton-miles are piled up on 
the main lines on traffic which they do not originate. Take a 
twenty-mile road in Oregon or Washington that originates a 
car of lumber carrying forty tons, destined to a point on the 
Atlantic Coast. It will be credited with 800 ton-miles, and 
the roads that handle said car to destination will be credited 
with 120,000 ton-miles, and the revenue is very often divided 
on practically the same basis. 

This illustration clearly indicates that the small originating 
road receives but little credit and little revenue for its services, 
first in contributing traffic which the main lines must have to 
make them strong, and second in producing material needed 
by business enterprises on the Atlantic Coast and in all other 
sections of the country. I could enumerate thousands of in- 
stances to show that the public at large is vitally interested in 
the productions of the short or weak roads. I will for brevity’s 
sake mention only one—the Death Valley Railroad in Cali- 
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fornia, a road 20.6 miles long, originates and handles all or 
practically all of the borax produced in this country. Hence 
every citizen who uses borax or articles of which it is in any 
way a part is interested in the Death Valley Railroad, al- 
though few have ever heard of it. 

From the beginning the short and weak roads have, gener- 
ally speaking, been pioneers and have opened up vast sections 
of undeveloped country. They have supplied material for all 
kinds of plants and enterprises, and they continue to render 
that very valuable service for the good of all the people. Many 
of them have rendered such services, from time to time, at a 
loss, and some of them at a continuous loss; as a result they 
have continued to fail financially, and it is becoming more and 
more apparent that the public, if it is to continue to receive 
their services, must see to it that prompt, proper and adequate 
provision is made for their preservation through the consolida- 
tion of all into a few well balanced and strong systems. 

If the public in its own interest demands it, the Interstate 
Commerce Commission will without doubt execute the law as 
intended by Congress, and decline to permit any merger, uni- 
fication or consolidation unless and until the weak roads are 
satisfactorily included. Thus the great problem of the strong 
and the weak railroads will be solved. We shall then havea 
few well balanced systems that can pay their labor adequate 
compensation and render most efficient services at the lowest 
possible cost consistent with a fair return to their owners. 

[424] 


pe 
fit 
4 by 
WwW 
Ww 
pr 
bi 
Cc 
W 
| d 
W 
st 
t! 
t! 
ti 
P 
| I 
| v 
f 
| 
( 
f ] 
| 


CONSOLIDATION AND EQUALIZATION’ 


GEORGE G. REYNOLDS 
Lawyer, New York City 


N the brief time allotted to me for commencing the general 
] discussion, I must necessarily confine myself to one of 
the principal advantages claimed for the consolidation 
policy: that is, the advantage of the equalization of the 
financial status of the carriers rendering transportation service, 
by the combination of the strength of the strong lines with the 
weakness of the weak to produce a small number of systems 
with substantially equal capacity to earn a fair rate of return. 

I shall endeavor to discuss certain aspects of this equalizing 
process. At the outset, I wish to sound a note of warning 
against expecting something for nothing. If the equalizing 
purpose is accomplished, each consolidated system will earn 
approximately the average rate of return which is being earned 
by the carriers in its rate group as a whole, but under existing 
conditions this is less than a fair return. The patrons of the 
weaker lines, therefore, cannot reasonably expect a consoli- 
dated system to give them reductions of certain rates or more 
expensive service unless the resulting drain from the net rail- 
way operating income is offset by rate increases affecting the 
stronger parts of the system or by operating economies. 

I do not need to tell a group of transportation experts that 
the camel facing the needle’s eye is carefree as compared with 
the traffic department seeking to compensate for rate reduc- 
tions by increasing other rates. The prospect of such com- 
pensation, therefore, is far from bright in the immediate future. 
Hence, reduced rates or more expensive service for the weaker 
lines must be largely offset through operating economies. But 
we must not expect too much from the economies which result 
from large-scale production as such. Professor Splawn, in a 
book on The Consolidation of Railroads, has expressed a fear 


1The following statement was made by Mr. Reynolds as leader of the 
discussion at the close of the Second Session, at which Messrs. Esch, Parker, 
Doak and Robinson had delivered the addresses printed in the preceding 
pages of this volume. ? 
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that the economies resulting from this source will be more than 
counterbalanced by the increased expenses traceable to the 
larger scale of operation, and he quotes Sir W. M. Ackworth 
as saying that the large systems of the United States have al- 
ready grown to the point where it is probable that they have 
obtained all the economies which are due to large-scale pro- 
duction. But if the margin of present earning capacity is not 
sufficient to provide for benefits for the weaker lines, and if it 
is impracticable to receive much benefit by increasing rates 
on the stronger parts of the system or by operating economies, 
wherein can we find advantage in this equalizing process? In 
what ways can we reasonably expect to use the strength of the 
strong roads for the benefit of the weak without unreasonable 
sacrifice of the interests of the users and owners of the strong 
lines? 

In the first place, we can use the superior credit of the con- 
solidated system to finance capital expenditures for improve- 
ments, effecting economies in operation which will more than 
pay for the use of the capital soexpended. Such use of credit 
will not only benefit the weak lines but will also strengthen 
the consolidated system as a whole to the extent that the net 
savings from improvements will increase the net railway oper- 
ating income. You may ask why any line, weak or strong, 
cannot find capital for self-sustaining improvements. The 
answer is to be found in the fact that the financial structure 
does not always permit the subordination of prior liens on earn- 
ings. The prospective investors of new capital, therefore, may 
be unwilling to incur the risk of having the fruits of their in- 
vestment diverted to the satisfaction of prior obligations. 

Secondly, the weak lines can reasonably expect a larger pro- 
portion of the savings to be effected in the future from im- 
provement in the technique of transportation than they can 
possibly receive if they continue to operate independently. 
,Notwithstanding the immense strides which have been made 
in the past decade in reducing the cost of transportation, I 
have confidence in the skill and initiative of management to 
continue this process in the future. When the process reaches 
the point at which more than a fair return is being earned upon 
the aggregate value of the consolidated system, I fail to see 
how anyone can fairly object to the use of the excess to equalize 


standards of service throughout the system and to reduce such 
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rates as may be out of line with the general rate structure. We 
all know the nibbling process that accompanies economies of 
operating cost, the gradual nibbling away of the resultant 
savings by reducing first one group of rates and then another, 
until management feels it has saved and saved and yet has 
saved nothing. Consolidation would permit this nibbling to 
be done in a more selective way than is now possible, giving 
to the traffic of the weaker lines the lion’s share of the nibblings 
which would bankrupt those lines if attempted under present 
conditions of ownership. Thus, the weaker lines could receive 
the benefit not only of the savings arising from future im- 
provement in transportation technique on their own parts of 
the system, but also of those savings arising elsewhere to the 
extent that is necessary to place them on an equality with the 
entire system with respect to standards of rates and service. 

It must be conceded, of course, that such use of the savings 
on the strong lines for the benefit of the weak would pro tanto 
prevent reduced rates and improved service on the stronger 
lines, but to the extent that this is necessary to remove in- 
equalities it is just and reasonable, and from the sordidly 
practical aspect it is much less difficult of achievement than 
equivalent equalization accomplished through increasing par- 
ticular rates. 

Another advantage to the weak lines from equalization of 
strength is the application of the insurance principle. By 
that I mean insurance against the risk of insolvency with the 
attendant evils, evils which spread far beyond the users and 
the owners of the insolvent line and cast their shadow over the 
industry as a whole. A weak line is obviously subject to the 
risk of insolvency, particularly if its earning capacity is de- 
pendent upon the prosperity of one or two industries. It is 
capable of mathematical demonstration that when the risk of 
one weak line’s becoming insolvent (which is very consider- 
able) is combined with the equally great risks of other lines, 
dependent upon other industries, the risk of insolvency of the 
group as a whole is reduced almost to the vanishing point. The 
contribution of any one industry to the earnings of the whole 
group becomes relatively insignificant. Furthermore, depres- 
sion in one industry is likely to be offset by expansion in others. 
It is therefore hardly too much to say that with the combina- 
tion of the various systems into a few with well balanced 
traffic, the risk of insolvency will become almost negligible. 

[427] 


102 RAILROAD CONSOLIDATION [Vo.. XIIT 


Another advantage to the railroads as a whole from the 
equalizing process is relief from the operation of the recapture 
provisions of the Transportation Act of 1920. This may seem 
like an academic question because so small a part of the earn- 
ings has actually been recaptured, but there are now distinct 
signs of activity to enforce these recapture provisions, and a 
decision favorable to the government in the O’Fallon case * may 
lead to considerable recaptures from some of the more prosper- 
ous carriers. It is not generally realized that if the commis- 
sion should succeed in establishing rates which will yield 
approximately the fair return for each rate group as a whole, 
the amount available for distribution to the investors will still 
fall short of a fair return in the aggregate for the group. 
This is because a part of the net earnings of the stronger 
systems, included in the fair return for the group as a whole, 
is subject to recapture. The recapture provisions fail to pro- 
vide any machinery for applying earnings so taken from the 
stronger lines to augment the concededly inadequate income 
of the weaker lines. A policy of consolidation which really 
succeeded in equalizing the financial strength of the carriers 
would remove this defect. There would no longer be any 
considerable amount of recapturable earnings ; earnings which, 
under existing conditions, are now recapturable would then be 
available to offset the deficiencies of the weak lines. Thus, if 
a consolidated system succeeded in collecting revenues sufficient 
to pay a fair return upon the value of its property, this fair 
return would not be subject to discount by recapture before it 
was available for distribution to the investors for whose bene- 
fit it is presumably collected. 

To summarize, I believe that the equalization of strength 
resulting from consolidation will provide credit to make self- 
sustaining improvements which would otherwise be impos- 
sible, will permit the use of the savings from future improve- 
ments in transportation technique to equalize standards of rates 
and service, will greatly reduce the risk of railroad insolvency, 
and will prevent the dilution of a fair return for a rate group 
as a whole by recapture of part of that fair return. 

1 Since this address was delivered, the O’Fallon case has been decided 
in favor of the railroads.—Eb. 
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COMPETITION AND RAILROAD CONSOLIDATION * 


EDWIN R. A. SELIGMAN 
McVickar Professor of Political Economy, Columbia University 


HE whole topic involved in consolidation or what is now 
T called railroad unification is interesting because it 
shows that every country in turn goes through certain 
stages in its development both as regards fashion and as re- 
gards public opinion. If you take the history of the United 
States from the beginning it will be found that for a long time 
we were wedded to the idea that in railways, as in everything 
else, salvation was attainable only by a process of out-and-out 
competition. Competition has given us many good things in 
this country, but it brought with it also certain disadvantages 
and abuses. As a result, after three-quarters of a century, this 
country, reversing its policy in part, went over to the idea that 
certain kinds of competition, at least, must be abandoned in 
favor of the doctrine of regulated monopoly. 

In England and France, it is interesting to observe, they 
have gone a step farther than we have. We are not ready for 
that quite yet; the very immensity of our empire and the com- 
plication of our problems makes the situation much more diffi- 
cult. In France, as you know, the unification came at the be- 
ginning. Instead of accepting competition of any kind, they 
adopted the principle of complete monopoly, dividing the 
whole country into six districts, with the roads radiating from 
Paris. England, on the other hand, started out as we did, 
with competition, but went over many years ago to pools and 
consolidations. Finally, after the War, the British proceeded 
to the districting of the field, a unification which they were 
able to achieve only through compulsion: that is, they were 
prepared to lay down the heavy hand of the law upon the rail- 
ways, which before the expiration of the time limit were quite 
willing to accept the new dispensation. 


1Introductory remarks of presiding officer at the Third Session of the 
Semi-annual Meeting of the Academy of Political Science, April 24, 19209. 
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We have gone halfway. We no longer believe in certain 
kinds of competition, such as the cutthroat competition in rates 
which led to the railway wars, and the many others that hap- 
pened half a century ago. In the projects for consolidation 
that are still before the country and for which provision is made 
in the present law, we have retained the idea of a certain kind 
of competition, competition in facilities rather than competi- 
tion in rates. In Great Britain it will be remembered that the 
commission of 1872 showed the futility in that country at least 
of competition in facilities. In this country we have not gone 
so far. Accordingly, in each of our chief districts it is pro- 
posed to retain at least two—perhaps more—lines, as the New 
York Central and the Pennsylvania. The most interesting 
thing in the present discussion is the consideration of the reason 
why we are still in that period of interval. We have aban- 
doned our belief in certain kinds of competition. We have not 
yet reached—if we ever are to reach—the period of the Euro- 
pean belief in the absence of all competition. 

In the practical problem that confronts us, we are fortunate 
in having the present American point of view presented on 
both sides, the political and the technical, by leading repre- 
sentatives of the public as well as of the railways. 
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THE CHANGING ATTITUDE OF PUBLIC POLICY 
TOWARD RAILROAD CONSOLIDATION 


WINTHROP M. DANIELS 


Professor of Transportation, Yale University; Former Commissioner, 
Interstate Commerce Commission 


the larger history of industrial integration. Much 

the same type of opposition that earlier developed 
against the growth of industrial combination has, of course, 
been encountered by railroad carriers. 

In both instances the opposition has centered in the appre- 
hension that the public interest is jeopardized by any departure 
from relentless, undeviating and all-pervasive competition 
between the multitude of relatively small industrial units. 
The proverbial philosophy ran to the effect that in the multi- 
tude of competitors there is safety ; or, to use another metaphor, 
that competition was a tender plant, best cultivated if set out in 
a large number of containers. 

It need not therefore surprise us that a quarter of a century 
ago the attitude of public opinion toward railroad consolidation 
was one of hostility, and the attitude of law was one of pro- 
hibition. Linear, or end-to-end, amalgamation of railway 
lines marked the limit of legally permissible consolidation, and 
even this harmless and necessary act encountered at first mis- 
giving and resistance. Professor F. J. Stimson, professor of 
comparative legislation in Harvard University, published a 
volume in 1908 on The Law of Federal and State Constitutions, 
in which he gave a cross section of what was then typical of 
most state constitutions in respect of railroad consolidations and 
combinations. “ Most state constitutions provide”, he tells us, 
“that no railroad may consolidate with a competing or parallel 
line, or acquire it by purchase, lease or otherwise, or own or 
control its stock, or pool its earnings with it, or operate it; nor 
may the officers of one act as the officers of the other road.” 
In four states the question of what were parallel and compet- 
ing roads was specifically made a question for the jury, and one 
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exceptionally provident state had already provided against 
the evasion of these provisions through holding companies. 

The original act to regulate commerce in 1887 contained 
an ironclad prohibition of pooling, and its complete silence 
upon the whole matter of consolidation is probably to be attrib- 
uted to the fact that the then accepeted idea was that this 
matter was one for the states which had created the corpora- 
tions. 

When Mr. Harriman created his meteoric and premature 
consolidation of the Union and Southern Pacific, the Inter- 
state Commerce Commission investigated the entire situation, 
and in 1907 reported that, “If the policy of purchasing and 
controlling stocks in competing lines is permitted to continue, 
it must mean suppression of competition ” ; and that, “ It is con- 
trary to public policy, as well as unlawful, for railways to 
acquire control of parallel and competing lines”. The com- 
mission added: ‘“‘ This policy is expressed in the federal laws 
and in the constitutions and laws of nearly every state in the 
Union . . . . Competition between railways as well as be- 
tween other industries is the established policy of the nation.” 

That finding by the commission in 1907 had ample ground 
in the prior decisions of the Supreme Court. Some ten years 
previously, in the Trans-Missouri and Joint Traffic Associa- 
tion cases, the Supreme Court had held that the Sherman Anti- 
Trust Law applied to railroads and made illegal the agree- 
ments or associations to establish or maintain rates. In 1904, 
the Supreme Court had declared the Northern Securities Com- 
pany illegal in its restraint of interstate commerce and thus the 
holding company was brought within the inhibitions of the 
Anti-Trust Act. 

Finally, in 1914, the Clayton Act was passed, marking the 
termination of this type of legislation. This act in express 
terms forbade any interstate carrier to acquire directly or 
indirectly any stock in another similar carrier where the 
acquisition would substantially lessen their mutual competi- 
tion; and another section restrained holding companies from 
effecting a similar result. In short, as regards railroads and 
their combination we began where, in sumptuary regulation, 
up to date, we have ended—with prohibition. 
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The next phase in the attitude of public policy and law to- 
ward railroad consolidation was the phase that I think we may 
fairly designate as a phase of partial or relaxed regulation. 
In the field of local public utilities it had been recognized as 
early as 1907 in the state of New York and in the state of 
Wisconsin and in other forward-looking jurisdictions that the 
old idea of exacting rigorous competition from local utilities 
was decidedly not in the public interest, that it involved an 
unconscionable degree of competitive waste and that regulated 
monopoly was a very appropriate substitute for this previous 
policy, whose results had often been so disappointing where 
they had not been disastrous. I remember distinctly, back in 
1913, when the New Jersey Board of Public Commissioners 
declined to allow a gas company to enter upon a region that was 
already piped and supplied with gas, it evoked very consider- 
able adverse public comment and criticism as though it were an 
affront to the God of Competition. 

One distinguishing mark of this more rational view of the 
whole matter of railroad consolidation or of the attitude of 
the state toward railroad corporations is found in the early 
institution of the certificate of public convenience and necessity, 
which was a recognition on the part of the state governments 
of the propriety of the new policy of regulated monopoly. 
Even in the field of interstate commerce itself there had been, 
long before the passage of the Transportation Act, some relax- 
ation of the earlier, more rigorous attitude with reference to 
railroads and their obligation unflaggingly to compete. 

In 1910, you may recall, when the railroads jointly proposed 
an increase in their rate levels, the unwieldy, antiquated 
artillery of the Sherman Anti-Trust Law was again unlimbered 
and an injunction was applied for, whereupon the carriers 
withdrew their proposals until then pending legislation before 
Congress was completed. As a result, the Mann-Elkins Act 
was passed, which vested the commission with the power of 
suspending rates that might be filed to supersede rates already 
in force. This was the price which the railroads really paid 
to escape the charge that their conjoint and associated action 
with reference to rate matters was really a conspiracy to re- 
strain trade and commerce and a violation of the Sherman 
Anti-Trust Act. It could hardly be a conspiracy to associate 
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themselves together to accomplish a result which they were 
powerless altogether to accomplish unless that result first re- 
ceived the official sanction of an administrative tribunal. So, 
even before the passage of the Transportation Act of 1920, 
there was some appreciable relaxation of the stricter form of 
the doctrine of the duty of railroads unflaggingly to compete. 

We are at the present time, and have been since 1920, in the 
third phase, which is one of virtual abandonment of this doc- 
trine. The act of 1920 relaxed the absolute prohibition upon 
pooling. It admitted the possibility of consolidation under 
certain provisions carried in the act. I think it was wise that 
in providing for consolidation the act of 1920 retained the 
idea that, so far as possible, competition should be preserved. 

Of all the points made this morning, one of the most strik- 
ing was made very sharply by Mr. Blair of the Southern 
Pacific: that not infrequently the result of consolidation is 
actually to create competition where it did not exist before, 
and to sharpen competition, to intensify it rather than to de- 
stroy it or to eliminate it. I believe, therefore, that the reten- 
tion of substantial competition in service, at least at those com- 
mon key points served by the various competitive systems, was 
a wise provision of the act of 1920. 

There are some things in the act of 1920 about which I wish 
to say a word or two in the way of adverse criticism. I 
think it is true that the passage of the act of 1920 with its per- 
mission of railroads to consolidate under certain circumstances 
was based in part upon the utopian idea that drastic reduction 
of operating expenses could readily be translated into sub- 
stantial reductions in the general level of rates. There never 
was any solid, quantitative reasoning upon which the expecta- 
tion was based. A wholly superficial assimilation of rail- 
road transportation to industries where mass production and 
minutely specialized fabrication have yielded astounding re- 
ductions in unit costs seems to have prompted this ill-starred 
illusion. Moreover, experience since the war seems to have 
established two facts: first, that the notable economies in rail- 
road transportation have been realized in the main through 
methods that are not remotely connected with company con- 
solidation; and second, that the gains, actual or claimed, for 


consolidation in the immediate curtailment of aggregate ex- 
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penses are so modest in measure as to negative the idea that 
they can be the speedy harbingers of rate reductions. This is 
not to say that these economies should not be promoted and en- 
couraged through consolidation. But we should cease to enter- 
tain unfounded anticipations on this score. 

I find I shall have to differ with some of the gentlemen who 
have addressed you with reference to the weaker lines of rail- 
roads, whose reinvigoration was contemplated by the Trans- 
portation Act. The anticipation that the financially weak 
roads would be absorbed by the more prosperous systems and 
that thus a second advantage would be afforded by consolida- 
tion seems to me to be devoid of clear vision. If the weaker 
lines and the communities dependent upon them have a claim 
for sustentation and support (and I am not impugning or deny- 
ing or even arguing the point), the claim should have been 
addressed to the public or the government, state or federal, 
which by acquiescence or otherwise encouraged their promo- 
tion and operation, and not to stronger rivals which did neither. 
One might as equitably levy a special tax on colleges and 
schools for the abolition of illiteracy as to cast upon the suc- 
cessful carriers a burden for which they are least of all re- 
sponsible. It amounts to charging the successful carriers with 
being morally responsible for the existence of the plight in 
which the weaker carriers are found. It is true that the 
stronger carriers seem to be inclined to accept the burden. At 
least some of the proposals for consolidation intimate that 
they will take on such weaker carriers as the commission in- 
dicates as appropriate, but in my opinion it is an undertaking 
to which they are not necessarily committed in sound morality. 

Another roseate expectation which has been entertained 
about consolidation of railroads into a limited number of 
systems is that it will very greatly simplify the task of regu- 
lation. Without pretending to elaborate or expert knowledge, 
I know enough about regulation to know that it is easy to ex- 
aggerate the lessening of the difficulty of regulation by dimin- 
ishing the number of systems. It is not generally recognized 
how thoroughly our rate structures are at the present time, and 
have been for the last two or three years, in process of almost 
complete transformation. The entire rate structure of the 
Southeast has been changed in the last three years. The so- 
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called basing-point rate you read about in all the histories of 
transportation is as dead as Julius Caesar. The Texas com- 
mon-point group that used to be cited as a great example of 
group rates has disappeared since the readjustment of rates in 
the Southwest, and the complete transformation of the rate 
system in official classification territories has advanced so far 
that you have already the report of the examiner in the case, 
with hearings scheduled for the immediate future. 

I recently took occasion at Washington to inquire whether 
the matter of rate transformation and regulation would be 
essentially facilitated by the consolidation of carriers into a 
small number of systems. It apparently had not occurred to 
some of those who were doing the actual work of rate creation 
that there is any particular difficulty involved in the fact that 
there may be fifty systems in the Southeast, or forty in the 
Southwest. With the exception of giving a slight surcharge 
to the weaker lines over and above the distance scale rates that 
have been applied, they could see no way in which consolida- 
tion affects the matter at all. 

The crowning error, however, in my judgment, in the Trans- 
portation Act was its erecting a formidable number of impos- 
sible hurdles to be taken before actual legal consolidation 
could be effected, while at the same time affording every 
facility to substantial unification through lease, stock control or 
other means short of actual consolidation. I forbear to men- 
tion the comprehensive plan which the commission was re- 
quired to promulgate as the pattern according to which volun- 
tary consolidation might be effected. 

I confess to a little surprise at Mr. Willard’s feeling of 
resentment at the dilatory character of the commission’s action. 
I think I personally escape his censure because I have been 
off long enough to secure a verdict of acquittal. But what is 
the duty of a public administrator when he has made a careful 
investigation and finds that he is confronted with a practically 
impossible or a totally useless task ? 

I remember discussing with the counsel of the Delaware and 
Hudson what the commission ought to do in valuation pro- 
ceedings when the law tells the commission to report the 
original cost of construction new, and the cost of reproduction 
less depreciation. The commission reports in practically every 
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case that the original cost cannot be discovered. My friend, 
the counsel for the Delaware and Hudson, said, “ It is the legal 
duty of the commission to report the original cost of construc- 
tion.” ‘“ But,” said I to him, “ what are you going to do? 
Suppose the law required you to find the original cost of con- 
struction of the Pyramids and also the cost of reproduction. 
What ought the commission to do with reference to report- 
ing the original cost of construction of the Pyramids?” He 
replied, ‘‘ You ought to find as near as you can what the 
original cost was and then report it.” 

What advantage would that be to any living soul? When 
an administrative body after careful consideration of the legis- 
lative mandate and with full deference to the legislature, with 
willingness to carry out their mandate if insisted upon, reports 
back, ‘“‘ We find that it is a futile, useless, or impossible task ”’, 
may they not be fairly warranted in giving the legislature the 
opportunity to reflect upon their deliberate judgment instead of 
going ahead to waste their own time and the government's 
money in reporting something which they feel would be a mere 
waste of good paper? 

So far as the Transportation Act is concerned, it required 
the prior final determination of the values of the properties to 
be consolidated as determining the amount of securities the new 
corporation might lawfully issue. This, in my opinion, looks 
down a vista of seemingly endless litigation. But what, it 
seemed to me, capped the climax of absurdity in the act, was 
the simultaneous provision of a quick and expeditious method 
of unification, and one carrying the same immunity from the 
anti-trust laws and prohibitions which was promised as a prize 
for the more arduous and interminably postponed course of 
seeking the goal of literal legal consolidation. 

Unification was devised to serve as the temporary entrance 
hall to the temple of consolidation, and the same dispensations 
were to be bestowed in the entrance hall as in the temple it- 
self. The result has been that the entrance hall has been 
crowded with supplicants, and the foundations of the temple are 
still literally up in the air! 

It is very much as though the legislature, in drafting a code 
to govern family relations, had, through some regrettable mis- 
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take, put a legal premium upon “companionate marriage”, 
rather than upon the well-known market brand. 

Finally, there is reason to think that at last we are in sight, 
by reason of pending legislation, of what we may call the state 
of definitive realization of consolidation. Experience since 
1920 has made it reasonably clear that projected consolidation 
proposals must come from the companies rather than from 
above. It is enough, if their plans conflict, to have an official 
arbiter decide where the public interest lies. The manifold 
details of balanced traffic, with raw materials for sustained 
volume, and manufactures for their coveted contributions to 
high-rated business; the connection with gateways which serve 
as funnels for regional products; the betterment of routes by 
substitute lines with lower gradients; and the requisite balance 
in size which avoids a disproportionate overhead, are all factors 
more accurately gauged by railway experts than by official 
super-Solomons. 

All these considerations but point the way to the lines on 
which beneficial consolidation legislation can be founded. Such 
legislation must court company initiative in framing the pro- 
ject; it must guard the public interest by subjecting it to 
scrutiny by a tribunal which seeks to determine that interest; 
it must perpetuate the plan of a definitive partition of inter- 
lacing traffic lanes with service competition at key points, and 
finally, it must be reasonably expeditious. 

We are industrially and commercially mature enough to lay 
down something like a railroad Monroe Doctrine, that broad 
avenues of commerce definitively assigned to system operation 
are no longer to be regarded as subject to colonization or in- 
vasion by any foreign disruptive agency. 
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nomenal. One of the chief agencies of that growth is 

transportation, including steam, water, highway and 
aerial transportation. Steam transportation has advanced to 
the point where we now have the most efficient service in the 
world. Water transportation will receive more and more 
attention. Highway traffic is increasing by leaps and bounds, 
and air navigation is the newest, and will take a wide range in 
the near future. I will speak here of steam transportation, 
with reference to one outstanding problem. 

The problem of railroad unification is to reduce many systems 
to a few. Steam transportation to-day is owned by nearly 
2,000 companies and is operated by nearly 1,000 separate 
organizations. The problem is to reduce these to, say, twenty 
systems. That would consolidate the more than 250,000 miles 
of road into systems of around 10,000 miles each, on an 
average. 

The unification proposal is based upon the principle of con- 
centration and control. Concentration is the order of the day 
in modern industry. It is in the interest of increased efficiency 
and sound economy. Control is necessary in the public in- 
terest, which is the real test of all legislation. 

This principle was recognized in the act of 1920, but little 
progress has been made since that date. In accordance with 
the mandate of the law requiring a complete plan of unifica- 
tion, such a plan was submitted by Professor Ripley of Har- 
vard, but was not accepted by the Interstate Commerce Com- 
mission. Later the commission submitted tentatively its own 
plan, but finally recommended to Congress the repeal of this 
mandate as an impracticable requirement. However, the com- 
mission is again working upon such a plan, but as yet has not 
reached a final decision. 


‘hr commercial progress of the nation has been phe- 
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Recommendation is also made in respect of: (1) the pro- 
hibition of any unification without the approval of the Inter- 
state Commerce Commission; (2) the power of the commission 
to reject any unification unless some specific line or lines are in- 
cluded ; and (3) some other minor changes. 

Amendments to the present law to facilitate unification have 
been urged by the commission, and also by Presidents Harding, 
Coolidge and Hoover. 

I introduced a bill in the last Congress, and the Committee 
on Interstate Commerce reported it, to facilitate unification. 
It is supported by the American Railway Association, repre- 
senting the Class A roads; by the Short Line Association, 
representing Class B and C roads; by the Industrial Traffic 
League, representing the shipping public; and by economists 
and students of transportation. In the hearing on the bill no 
one appeared in opposition to the proposal. 

The touchstone of this proposal is the public interest. Legis- 
lation to be justified must meet this test. While it should re- 
spect the rights of the owner in profitable investment, and the 
rights of labor in a proper wage standard, it must also respect 
the rights of the public in adequate service, which, after all, 
is the final test of all legislation. 

In the public interest, unification must retain necessary com- 
petition. It must avoid any undue lessening of existing com- 
petition. Competition in service is the surest guaranty of 
adequate public interest, while absence of competition is the 
certain abandonment of adequate service. Unification on these 
lines will insure economy in operation. The larger system can 
make better use of its equipment. It will permit more direct 
routing of cars, and less back-hauling of freight. It will make 
available direct lines for fast freight. It will reduce the cost 
of switching. It will insure standardization of methods and 
equipment, maximum utilization of shops and equipment, and 
concentration of purchasing agencies. 

Unification will doubtless insure better service by strengthen- 
ing credit facilities, which will permit additions and better- 
ments in equipment and roadbeds. A great system will be in 
a position to make direct and fast shipments, to supply the de- 
mand for cars of special type, and to give regular and more 
adequate and satisfactory service by each system’s connecting 
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with another system. Such a plan will permit the operation 
of solid trains to and from large centers with a maximum use 
of terminals. It will insure uniform service throughout the 
year. It will also lessen and simplify the problems of 
regulation. It is obvious that the Interstate Commerce Com- 
mission, now dealing with nearly 2,000 companies, with their 
varied complaints, would be greatly relieved if these could be 
reduced to a score or more of systems. 

Whatever else may be urged as argument for the unification 
of roads, the primary or conclusive argument is the strengthen- 
ing of the weak lines, first to insure more adequate transporta- 
tion, and secondly to avoid government ownership. I fully 
agree with the late Senator Cummins that we have the alter- 
native of preserving the weak lines through unification, or the 
adoption of government ownership of transportation. 

There are many railroad companies, totaling thousands of 
miles of road, which have ceased to be profitable, either through 
lack of equipment or through loss of traffic by the exhaustion 
of sources, that is to say, the working out of mines, the cutting 
off of the forest, etc.; or the failure may be due to bad man- 
agement. Whatever be the cause of the failure of these roads, 
they supply a service for the communities built up by them. 
To abandon these roads because of loss in operation would be 
to abandon the people of the community. Independent opera- 
tion at a loss cannot continue indefinitely. If the alternative is 
presented either to abandon the roads or to operate them by 
the government, the latter will be the controlling alternative. 
These roads, under such a situation, are sufficient in number 
and influence to dominate sentiment for government ownership. 
If it is once entered upon to cover these weak roads, the next 
step will be the inclusion of the strong roads. The average 
American citizen does not realize the strength of government 
ownership sentiment in the country. It is heard in the halls 
of Congress as well as in the forums of public opinion. It 
looks to public utilities, such as communication agencies—tele- 
graph, telephone and radio. The advocates of government 
ownership scan power development, especially hydroelectric 
power, as within their field, and are by no means excluding 
transportation as a public function of the government. There 
can be little doubt of what will be done in case no way is found 
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to preserve those roads which cannot continue as independent 
lines. The only alternative in sight for government owner- 
ship is unification, by which a line, weak as an independent unit, 
may become a source of profit as a feeder of a general system. 
A great system depends upon its feeders, each of which may 
contribute profit to the system, while it could not exist alone. 
One system made up of a hundred branches, taken together, 
may be profitable, whereas the same lines operating as a 
hundred separate systems would be unprofitable. 

Conversely, we may have a region served by a hundred 
separate and unprofitable roads, which if consolidated into 
one system with a unified management and equipment might 
quite profitably insure a better public service. It is on that 
basis that the principle of unification has been and is now 
being urged. It has at once enlisted and stimulated the sup- 
port of all classes who look on government ownership as un- 
wise, and will provoke the opposition of those who view the 
policy of government ownership as the better plan of operation. 

The urgent need for unification to include all lines, on the 
one hand, and the hesitancy of systems to include roads ob- 
viously weak, on the other, have created sentiment for com- 
pulsory unification. The pending bill is not compulsory, but 
voluntary. However, it does give authority to the Interstate 
Commerce Commission to deny the unification unless the pro- 
posed system includes such roads as the commission deems 
necessary. The bill provides four methods of unification: (1) 
where it is accomplished by one system’s taking over the 
physical properties of one or more other systems; (2) where 
a corporate merger is created by one or more systems, merging 
into the corporate control of an existing system; (3) where a 
consolidation is effected by an entirely new corporation created 
by absorbing other systems which lose their existence; and (4) 
where one system purchases the securities of other roads. 

The hope of the proponents of this relief legislation is to 
insure an adequate transportation system operated by private 
enterprise under proper regulation in the interest of the public. 

It will be a definite announcement of a transportation policy 
which will afford management freedom to proceed with im- 
provements demanded by a growing community, which will in 
time unlock resources and insure still greater prosperity. 
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HE Transportation Act now in effect became the law 
7 of the land on March 1, 1920. In this act there was 
included a provision whereunder, for the first time, the 
Congress of the United States announced that it should be a 
part of the future transportation policy of this country to com- 
bine the railroads into a limited number of groups which should 
be as nearly equal in size and circumstance as might be possible, 
so that those systems located in the same general rate territory 
would be able to operate their properties and maintain their 
credit upon the basis of rates fixed by the Interstate Commerce 
Commission for that region. 

Before the passage of this act, laws passed by the Congress 
at different times, such as the Sherman Act and others, had 
frowned upon, if not definitely prohibited, action of that kind, 
which implied at least a certain amount of curtailment of com- 
petition. The passage of the consolidation provision in the 
Transportation Act of 1920 marks, therefore, a distinct change 
in the attitude of Congress, and presumably of the people 
whom Congress is supposed to represent. 

The consolidation provision in the Transportation Act, as 
it stands to-day, was not urged or put forward by the railroads, 
as a whole, although it may be that some of the railway man- 
agers were in favor of such legislation. Senator Cummins of 
lowa had as much to do with framing the act and procuring its 
passage as anyone, and I am certain that Senator Cummins 
would not have supported the act unless he felt quite certain 
that by doing so he was promoting the interests of the people 
at large, and properly so. 

In my opinion, the policy concerning consolidation as set 
forth in the Transportation Act is economically sound and if 
it is carried out as Congress evidently expected and desired, I 
believe the result will be generally satisfactory. 
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The idea itself of railroad consolidation did not originate 
in the Transportation Act. On the contrary it had played a 
most important part in shaping the development of the Ameri- 
can railroad system as it was at the time when the Transporta- 
tion Act was passed. It was by virtue of consolidation that 
we had at that time and have today such large and efficient 
systems as the Pennsylvania and New York Central companies 
in the East, and the Southern, the Santa Fe, Burlington and 
Southern Pacific companies in the South and West. 

Congress must have recognized that transportation systems 
such as those I have just mentioned were able, by the very fact 
of their size and ramifications, to serve their patrons better, 
more efficiently and more economically than would have been 
the case if their component parts, which had been put together 
in the process of development, had remained, instead, separate 
and independent companies. Undoubtedly it was with this 
in mind that the consolidation provision in the Transportation 
Act was written, with the expectation that ultimately a few 
well balanced systems might take the place of the much larger 
number of smaller and unequal lines. 

Doubtless if the subject were being considered de novo by 
Congress today, a more easily workable provision could be 
drawn than the one which is now a part of the Transportation 
Act. Even so, in my opinion it is quite possible to accomplish 
under the existing act what Congress had in mind, and this is 
not to say that certain modifications of the act which have been 
suggested might not simplify the process and expedite progress 
toward the complete working out of the policy. 

There is nothing in the act itself which enjoins the railroads 
to do any particular thing toward bringing about consoli- 
dation. Such instructions or directions as the act contains are 
all addressed to the Interstate Commerce Commission. The 
commission, in the terms of the act, was definitely instructed to 
proceed forthwith and prepare a tentative plan for the consoli- 
dation of all the railroads in the United States into a limited 
number of groups. The commission employed Professor 
Ripley to make a study of the matter, and I know of no man 
better qualified than he to perform a task of that character. 

Professor Ripley’s report, with slight modifications, was 
adopted by the commission and published as its tentative plan. 
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The commission then proceeded to hold hearings concerning 
the tentative plan in Washington and other cities extending 
over a period of nearly two years. The hearings were closed 
on December 4, 1923. At these hearings full opportunity was 
given for everybody to be heard, and presumably everybody 
was heard who was sufficiently interested in the matter to re- 
quest a hearing. There developed much difference of opinion 
concerning the commission’s tentative plan, as was to be ex- 
pected. 

The act also directs the Interstate Commerce Commission to 
prepare and publish a final plan after having terminated its 
hearings on the tentative plan, but this latter duty the com- 
mission has not yet performed, although more than five years 
have elapsed since the hearings were closed. The task of pre- 
paring a final plan for the consolidation of all the railroads into 
a limited number of groups is a very complex and difficult one, 
and, no doubt, Congress realized that fact. Nevertheless, it is 
most unfortunate that the final plan was not long ago pub- 
lished, as the law requires. 

The Transportation Act is a public document and immedi- 
ately after its passage became a matter of public knowledge. 
At the time when the law was passed there were upwards of 
2,000,000 men and women in the employ of the railroads of 
the United States. Most of them, certainly the majority of 
them, expected to remain in the service of the particular com- 
pany by which they were then employed during the working 
period of their lives, and they felt able in very considerable 
degree to visualize the wages or salary which they would con- 
tinue to receive, the duties which they would probably per- 
form, and the place where they would probably have their 
homes as long as they remained in the service. 

With the passage of the consolidation provision of the act 
this situation was very greatly changed. It would, of course, 
be impossible to take several hundred separate and independ- 
ent railroad companies and merge them into twenty or thirty © 
systems without making many changes which would have 
more or less effect upon the duties and the home location of 
those in the employ of the particular companies which were 
likely to lose their identity, and the effect of this was, of 
course, to create a greater or less degree of uncertainty in the 
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minds of such men and women. The fact that such a change 
was impending was not without influence upon those who were 
contemplating entering the railway service. I feel that 1 am 
quite within the mark in saying that the future of three-fourths 
’ of all the officers and employees in the service of the railroads 
seemed to them less certain and, consequently, less attractive 
after the passage of the act than it did before. 

We will agree, I am sure, that if the facts are as I have 
stated, the situation so developed was an unfortunate one. 
That condition has existed in varying degree during the ten 
years that have elapsed since the passage of the Transporta- 
tion Act. 

It is my thought that in the consummation of any plan of 
consolidation or unification involving the Baltimore and Ohio 
which the commission may approve, the Baltimore and Ohio 
should undertake to safeguard the interests of all its em- 
ployees. More specifically this means that every man em- 
ployed by the Baltimore and Ohio should, so far as it is possi- 
ble and justifiable, be retained in the service of the company 
in the same work and at the same compensation, and that this 
same treatment should be extended to the employees of other 
companies which may be unified with the Baltimore and Ohio. 
In the event that because of such unification it should become 
necessary or economically desirable to combine any of the 
functions of the properties constituting the unified system, 
or through the modification of existing operations or practices 
to suspend or terminate certain classes of employment at cer- 
tain points, the Baltimore and Ohio should undertake to the 
best of its ability to provide similar or equivalent employment 
for such employees at other points and to assist in their reloca- 
tion. I may add that in the working out of this same problem 
by the railroads in England, the obligation of the carriers to 
their employees has been recognized and defined by Act of 
Parliament, and the matter has been dealt with along lines such 
as I have just indicated. To do less than this would be un- 
just to a large group of deserving men and women who are 
now looked upon as semi-public servants. The public interest, 
in my opinion, does not require, nor would the public itself 
desire to receive, benefits derived from the unjust treatment 
of those who now man and operate the railroads. 

[448] 


~ 


Ne 
u 
f 
C 
t 
3 
i 
( 
( 


~ 


No. 3] THE STATUS OF RAILROAD CONSOLIDATION 123 


There is another phase of the situation growing out of the 
unsettled status of consolidation which has been equally harm- 
ful and is becoming increasingly more so. The Baltimore and 
Ohio Company will, of course, be affected in some manner by 
the working out of the consolidation policy, but because of the 
size and location of its property the Baltimore and Ohio, in 
all of the plans that have been suggested for the Eastern 
Region, has been made the basis of one of the groups proposed. 
But even so, that company has not escaped the influence of the 
uncertainty of the situation as a whole. 

The Baltimore and Ohio management, for instance, was able 
in the past, before the passage of the Transportation Act, to 
decide with reasonable promptness matters pertaining to the 
future needs and development of its property. Its officers 
could plan intelligently for the care of the additional business 
which might be expected in the future, but as conditions have 
actually been since the enactment of the consolidation provi- 
sion, it has been quite impossible to deal understandingly and 
definitely with many of the problems which constantly arise. 
I have in mind questions affecting location and development 
of shops, the purchase of additional motive power and equip- 
ment, the possibilities of a greater use of existing facilities and 
so on through the entire list. 

It may be said that in spite of this the railroads, since the 
passage of the Transportation Act, have spent roundly $600,- 
000,000 a year for enlargements and betterments. But even 
so a much larger sum might well have been expended, and, in 
my opinion, should and would have been expended, but for the 
uncertainty of the situation which I have been discussing. 

I think it is generally admitted that during the last four or 
five years the railroads of the United States as a whole have 
given a more dependable and efficient service than ever before, 
and it has been pointed out by economists, public officers and 
others that this has been the means of saving millions, even 
billions, of dollars to industry and the public generally. It 
is certainly to the best interest of the country as a whole that 
the service of the railroads should be maintained at the highest 
possible standard. It is quite certain that it will not be main- 
tained at that standard if the period of existing uncertainty is 
too much prolonged. 
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I do not expect that there will immediately be realized, as 
the result of such consolidation as may be made, the large 
savings from operation which have been suggested by some, 
promised by others and, perhaps, expected by all. Consolli- 
dation of the kind indicated in the act will, undoubtedly, result 
in ultimate economy, I might say in substantial economy, but 
the chief and more immediate benefit to be derived from such 
a plan will be the improved service which will be possible and 
which, of course, will inure directly to the advantage of all 
those who use or benefit by rail transportation. 

If the railroads in the United States were all combined in 
twenty or thirty groups or systems, each coterminous with the 
rate region in which it was located and each group so built up 
as to afford it reasonable equality of opportunity in originating 
traffic, as well as in its interchange and delivery, such an 
arrangement would very greatly simplify the problem of rail- 
road regulation as it is today. 

Under such an arrangement there would no longer be any 
real reason for keeping in the act the provision for recapture 
by the government of one-half the earnings of the railroads 
above six per cent upon the value of their property used for 
transportation purposes. I happen to know that Senator Cum- 
mins himself expected that when consolidation should have 
been brought about the recapture provision of the act would 
be repealed, there being, in his opinion, no longer any occasion 
-for it in our system of regulation. 

Because of the adverse effect which the uncertainty of the 
situation has had and is having upon the railroads, some of 
the managers in the different groups have endeavored to work 
out a voluntary agreement which it was hoped would meet with 
the approval of the commission. This duty was not imposed 
upon the railroads by any of the terms of the act. The rail- 
road managers who have given much time to the finding of a 
solution have been prompted in their efforts by a desire to see 
an uneconomical and even wasteful situation brought to a 
satisfactory conclusion. The efforts which the railway man- 
agers have made in this connection have so far failed to ac- 
complish any substantial result. 

The commission was directed by Congress to do a definite 
thing, which, if done, I am sure would have been most help- 
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ful in the solution of this problem. The commission has not ~ 
yet done the thing which it was directed to do and until it acts 

and by so acting indicates more clearly the kind of a program 
which it thinks should be followed and which it might be will- 
ing to approve, I doubt if any very considerable progress will 
be made. There is reason to believe, however, that the com- 
mission is taking renewed and deeper interest in this matter and 
I hope that within the next twelve months a substantial begin- 
ning, at least, toward a solution of the problem will be made. 
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